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DEPOYS tu dof THE 
UNITED STATES OF AMERICA 


RAILROAD RETIREMENT 





WEDNESDAY, MAY 2, 1956 


Untrep Srares SENATR, 
SUBCOMMITTEE ON Rar~troapD RETIREMENT OF THE 
ComMMITTEE ON Lapor AND Pusiic WELFARE, 
Washington, D.C. 

The subcommittee met at 2 p. m., pursuant to notice, in room P-63 of 
the Capitol, Senator John F. Kennedy (chairman of the subcommit- 
tee) presiding. 

Present: Senators Kennedy and Allott. 

Also present : Stewart E. McClure, staff director; John S. Forsythe, 

eneral counsel; Michael J. Bernstein, minority staff director; Mary 
iDio, professional staff member. 

Senator Kennepy. The subcommittee will be in order. 

The Subcommittee on Railroad Retirement meets this afternoon to 
begin the first of 2 public hearings on 2 major proposals to amend the 
Railroad Retirement Act of 1937. 

It will be recalled that, during the first session of the present Con- 

‘ess, this subcommittee held public hearings on S. 1589 which was 
introduced by Senator Hill, chairman of the parent committee of this 
subcommittee, with the cosponsorship of 28 other Senators. This 
bill was approved by the Congress under the number of the House 
bill, H. R. 4744, and became Public Law 383 of the 84th Congress. 
It amended the Railroad Retirement Act in three major respects: 

(1) The maximum spouse’s annuity payable under the Railroad 
Retirement Act was increased from $40 a month to the highest amount 
which could be paid to anyone as a wife’s insurance benefit under the 
Social Security Act. The effect of this amendment was to establish 
a new maximum of $54.30 commencing January of this year. Should 
the Social Security Act be further amended to provide higher bene- 
fits, then the maximum under the Railroad Retirement Act will also 
automatically increase. 

(2) The second sentence in section 5 (g) (2) of the Railroad Retire- 
ment Act—the dual-benefit restriction on survivor annuities—was 
repealed. This amendment permits a widow, a dependent widower, a 
child, or a parent of a deceased railroad employee to receive the full 
survivor annuity without any deductions because of eligibility to 
receive social-security benefits. 

(3) With certain exceptions, nearly all positions to which individu- 
als are appointed by the Railroad Retirement Board were placed in 
and under the classified (competitive) civil service and cannot be 
removed or excepted therefrom. 

The principal proposed amendments to the Railroad Retirement 
Act in the present session are contained in S. 3616 and S. 3654 which we 
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are considering today. Both bills would increase retirement benefits 


in similar amounts, but S. 3616 contains some other provisions not 
found in S. 3654. 


S. 3616 was introduced by your chairman with the cosponsorship of 
18 other members of the Senate from both sides of the aisle. Several 
Senators are cosponsors to both bills. 

(The bills and reports are as follows :) 


[S. 3616, 84th Cong., 2d sess. ] 


A BILL To amend the Railroad Retirement Act of 1937 to provide increases in benefits, 
special disability determinations for railroad employees, and for other purposes; and to 
amend the Railroad Unemployment Insurance Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 3 (a) of the Railroad 
Retirement Act of 1987 is amended by striking out “2.76”, “2.07”, and “1.38” 
and inserting in lieu thereof “3.18”, “2.38”, and ‘1.59’, respectively. 

(b) (1) So much of section 3 (e) of such Act as precedes “‘Provided, however” 
is amended to read’ as follows: “(e) In the case of an individual having a 
current connection with the railroad industry, the minimum annuity payable 
shall, before any reduction pursuant to section 2 (a) 3, be whichever of the 
following is the least: (1) $4.76 multiplied by the number of his years of 
service; or (2) $79.35; or (3) his monthly compensation :”. 

(2) The said section 3 (e) of such Act is further amended by adding the 
following: “For purposes of this subsection and all purposes of the Social 
Security Act, the Board shall have such authority to determine a ‘period of 
disability’ within the meaning of section 216 (i) of the Social Security Act, 
with respect to any employee who will have filed application therefor and (i) 
have completed ten years of service or (ii) have been awarded an annuity, 
as the Secretary of Health, Education, and Welfare would have to determine 
such a period under such section 216 (i) if the employee would meet the require- 
ments of clauses (A) and (B) of paragraph (3) of such section by considering all 
his employment as an employee after 1936 to be ‘employment’ within the 
meaning of the Social Security Act, and his quarters of coverage were determined 
by presuming his compensation in a calendar year tv have been paid in equal 
proportions with respect to all months in which he will have been in service 
as an employee in such calendar year: Provided, That no such period of dis- 
ability shall be deemed to have begun if the employee died before July 1, 1955: 
Provided, further, That an application for an annuity filed with the Board on 
the basis of disability shall be deemed to be an application to determine such 
a period of disability, and such an application filed with the Board on or 
before the enactment of this proviso, shall, for the purpose of this subsection, 
be deemed filed after December 1954 and before July 1957: And provided further, 
That, notwithsanding any other provision of law, the Board shall have the 
authority to make such determination on the basis of the records in its posses- 
sion or evidence otherwise obtained by it, and a determination by the Board 
with respect to any employee concerning such a ‘period of disability’, shall be 
deemed a final decision of the Board determining the rights of persons under 
this Act for purposes of section 11 hereof; and such a determination by the 
Board of a period of disability for an employee shall, for the purposes of 
section 5 (k) (2) of this Act, be considered a determination of such a period 
for such employee by the Secretary of Health, Education, and Welfare under 
section 216 (i), and to meet the conditions of section 222, of the Social Security 
Act.” 

Sec. 2. (a) The first sentence of section 5 (f) (2) of the Railroad Retirement 
Act of 1987 is amended by striking out “and 7 per centum of his or her com- 
pensation after December 31, 1946 (exclusive in both cases of compensation in 
excess of $300 for any month before July 1, 1954, and in the latter case in excess 
of $350 for any month after June 30, 1954)”, and inserting in lieu thereof “7 per 
centum of his or her compensation paid after December 31, 1946, and prior to 
July 1, 1956, and 8 per centum of his or her compensation paid after June 30, 
1956 (exclusive of compensation in excess of $300 for any month before July 1, 
1954, and in excess of $350 for any month after June 30, 1954)”. 

(b) Section 5 (h) of such Act is amended by striking out “$30”, “$160”, and 
“$14” wherever they appear and inserting in lieu thereof “$34.50”, “$184”, and 
“$16.10”, respectively. 
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(c) Section 5 (k) (1) of such Act is amended by striking out the phrase “for 
the purposes of sections 208 and 216 (i) (3) of that Act” and inserting in lieu 
thereof the phrase “for the purposes of section 203 and, with respect to an 
employee who will have completed less than ten years of service, section 216 
(i) (3) of that Act”. 

(dad) Section 5 (k) (3) of such Act is amended by inserting in the first sentence 
after the word “service” the words “, of determinations under section 3 (e) 
of this Act, or under section 216 (i) of the Social Security Act, of a ‘period of 
disability’ within the meaning of such section 216 (i),” and after the phrase 
“this section” the phrase “, section 3 (e) of this Act,”. 

(e) Section 5 (1) (10) of such Act is amended by striking out “40”, “10”, 
“$14”, “$33.33”, “$25”, and “$13.33” wherever they appear and inserting in lieu 
thereof “46”, “1114”, “$16.10”, “$38.33”, “$28.75”, and “$15.33”, respectively. 

Sec. 3. All pensions under section 6 of the Railroad Retirement Act, all joint 
and survivor annuities and survivor annuities deriving from joint and survivor 
annuities under that Act awarded before July 1, 1956, and all annuities under the 
Railroad Retirement Act of 1935 are increased by 15 per centum. 

Sec. 4. (a) Sections 3201, 3202 (a), 3211, and 3221 of the Railroad Retirement 
Tax Act are each amended by striking out “after December 31, 1954” wherever 
it appears and inserting in lieu thereof “after June 30, 1956", and by striking 
out “after 1954” and inserting in lieu thereof “after June 1956”. 

(b) (1) Sections 3201 and 3221 of such Act are each amended by striking 
out “6% percent” and inserting in lieu thereof “714 percent”. 

(2) Section 3211 of such Act is amended by striking out 
inserting in lieu thereof “14% percent”. 

Sec. 5. Sections 3201 and 3211 of the Railroad Retirement Tax Act are each 
further amended by adding at the end thereof the following new sentence: “Not- 
withstanding any other provision of law, the amount of the tax imposed on the 
income of any individual by this section shall be excluded from such individual’s 
gross income for purposes of chapter 1 and from such individual's ‘wages’ for 
purposes of chapter 24.” 

Sec. 6. (a) The amendments made by subsections (a) and (b) (1) of the first 
section of this Act and by subsection (b) of section 2 shall be effective only with 
respect to annuities (not including annuities to which section 3 applies) accruing 
for months after June 1956. The amendments made by subsection (e) of section 
2 shall be effective only with respect to annuities accruing for months after 
June 1956 and lump-sum payments (under section 5 (f) (1) of the Railroad 
Retirement Act of 1937) in the case of deaths occurring after June 1956. Section 
3 shall be effective only with respect to pensions due in calendar months after 
July 1956 and annuities accruing for months after June 1956. 

(b) The amendments made by section 4 shall be effective only with respect 
to compensation paid after June 30, 1956, for services rendered after such date. 
The amendments made by section 5 shall apply with respect to taxable years 
ending after June 30, 1956, but only with respect to compensation paid after 
such date for services rendered after such date. 

Sec. 7. Section 11 (c) of the Railroad Unemployment Insurance Act is hereby 
amended by inserting after the phrase “the Board”, where this phrase appears 
the third time in that section, the following: “and expenses, tuition and salaries 
of employees designated by the Board to attend courses of instructions or train- 
ing at institutions whether or not conducted by the United States”. 

Sec. 8. The amendments made by section 1 (b) (2) and 2 (d) hereof 


shall be effective with respect to annuities accruing for months after June 1955, 


“12% percent” and 


[S. 3654, 84th Cong., 2d sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide increases in benefits, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 3 (a) of the Railroad Retire- 
ment Act of 1937 is amended by striking out “2.76”, “2.07”, and “1.38” and 
inserting in lieu thereof “3.18”, “2.38”, and “1.59”, respectively. 

(b) So much of section 3 (e) of such Act as precedes “Provided, however” is 
amended to read as follows: “(e) In the case of an individual having a current 
connection with the railroad industry, the minimum annuity payable shall, before 
any reduction pursuant to section 2 (a) (3), be whichever of the following is the 
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least: (1) “$4.76 multiplied by the number of his years of service ; or (2) “$79.35; 
or (3) his monthly compensation :”’. 

Sec. 2. (a) The first sentence of section 5 (f) (2) of the Railroad Retirement 
Act of 1937 is amended by striking out “and 7 per centum of his or her compensa- 
tion after December 31, 1946 (exclusive in both cases of compensation in excess 
of $300 for any month before July 1, 1954, and in the latter case in excess of $350 
for any month after June 30, 1954)”, and inserting in lieu thereof “7 per centum 
of his or her compensation paid after December 31, 1946, and prior to July 1, 
1956, and 8 per centum of his or her compensation paid after June 30, 1956 (ex- 
clusive of compensation in excess of $300 for any month before July 1, 1954, and 
in excess of $350 for any month after June 30, 1954)”. 

(b) Section 5 (h) of such Act is amended by striking out “$30”, “$160”, and 
“$14” wherever they appear and inserting in lieu thereof “$34.50”, “$184”, and 
“$16.10”, respectively. 

(c) Section 5 (1) (10) of such Act is amended by striking out “40”, “10”, “$14”, 
“$33.33”, “$25”, and “$13.33” wherever they appear and inserting in lieu thereof 
“46”, “1114”, “$16.10”, “$38.33”, “$28.75”, and “$15.33”, respectively. 

Sec. 3. All pensions under section 6 of the Railroad Retirement Act, all joint 
and survivor annuities and survivor annuities deriving from joint and survivor 
annuities under that Act awarded before July 1, 1956, and all annuities under 
the Railroad Retirement Act of 1935 are increased by 15 percentum. 

Sec. 4. (a) Sections 3201, 3202 (a), 3211, and 3221 of the Railroad Retirement 
Tax Act are each amended by striking out “after December 31, 1954” wherever 
it appears and inserting in lieu thereof “after June 30, 1956”, and by striking out 
“after 1954” and inserting in lieu thereof “after June 1956”. 

(b) (1) Sections 3201 and 3221 of such Act are each amended by striking out 
“614 percent” and inserting in lieu thereof “744 percent”. 

(2) Section 3211 of such Act is amended by striking out “12% percent” and 
inserting in lieu thereof “14% percent”. 

Sec. 5. Sections 3201 and 3211 of the Railroad Retirement Tax Act are each 
further amended by adding at the end thereof the following new sentence: “Not- 
withstanding any other provision of law, the amount of the tax imposed on the 
income of any individual by this section shall be excluded from such individual's 
gross income for purposes of chapter 1 and from such individual’s ‘wages’ for 
purposes of chapter 24.” 

Sec. 6. (a) The amendments made by the first section of this Act and by 
subsection (b) of section 2 shall be effective only with respect to annuities (not 
including annuities to which section 3 applies) accruing for months after June 
1956. The amendments made by subsection (c) of section 2 shall be effective 
only with respect to annuities accruing for months after June 1956 and lump-sum 
payments (under section 5 (f) (1) of the Railroad Retirement Act of 1937) in the 
ease of deaths occurring after June 1956. Section 3 shall be effective only with 
respect to pensions due in calendar months after July 1956 and annuities accruing 
for months after June 1956. 

(b) The amendments made by section 4 shall be effective only with respect to 
compensation paid after June 30, 1956, for services rendered after such date. 
The amendments made by section 5 shall apply with respect to taxable years 
ending after June 30, 1956, but only with respect to compensation paid after such 
date for services rendered after such date. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 


Washington, D. C., June 25, 1956. 
Hon. Lister HIrt, 


Chairman, Labor and Public Welfare Committee, 
United States Senate, Washington, D. C. 


DEAR MR. CHAIRMAN: As you know, in response to our request of May 21, 1956, 
your committee has temporarily deferred consideration of the disability deter- 
mination provisions of S. 3616 pending an expression of our views thereon. 
This letter is accordingly submitted as a report on these provisions of the 
bill (sees. 1 (b) (2), 2 (c), 2 (d), and 8). 

The bill would authorize the Railroad Retirement Board to make so-called 
“disability freeze” determinations under section 216 (i) of the old-age and 
survivors provisions of the Social Security Act in the case of any individual who 
has had 10 years of railroad service, whether or not the individual had a current 
connection with the railroad industry when the disability began, and apparently 
even when the individual also has an equal or greater record of old-age and 
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survivors insurance employment. (The Board's report interprets the bill to 
apply to all individuals “who, at retirement or death, will have 10 or more years 
of railroad service.’ The reference to retirement or death, rather than the 
filing of the freeze application, as the cutoff date for computing the 10 year period 
seems erroneous. ) é 

It is apparently intended that these determinations of the Board be binding 
both on the applicant and on this Department, not only in the computation of 
the so-called social-security minimum for purposes of a railroad retirement 
annuity, but also for the purpose of determining the rights of the individual 
and his dependents and survivors to old-age and survivors insurance benefits. 
The Board's determination, moreover, would be binding on this Department for 
the purpose of the financial interchange provisions of section 5 (k) (2) of the 
Railroad Retirement Act. 

We believe that these provisions of the bill would be incompatible with the 
responsibility of this Department for the conduct of the old-age and survivors 
insurance program, would tend to confuse the public, and could, in their present 
form, easily result in unequal and discriminatory treatment in the application 
of the old-age and survivors insurance “disability freeze” provisions. 

As you know, the old-age and survivors insurance “disability freeze” provisions 
were included in the Social Security Act Amendments of 1954. They are 
designed to protect the old-age and survivors insurance rights of individuals 
who, because of physical or mental disability, are no longer able to engage in 
any substantial gainful activity and who might thus, in the absence of the 
“freeze,” suffer a loss or impairment of those rights. Because credits earned 
in railroad employment are in certain types of cases transferred to the old-age 
and survivors insurance program upon the worker's death or retirement and 
credited toward benefits under this program, the Social Security Amendments of 
1954 provided that railroad employment would in all cases count toward meeting 
the qualifying requirements for eligibility for a freeze of old-age and survivors 
insurance benefit rights. 

It is clear, therefore, that the old-age and survivors insurance disability freeze 
is an integral part of the old-age and survivors insurance system and inseparable 
from it. To designate a Federal agency other than the one responsible for 
the program to make such determinations for this program in its own right and 
with conclusive effect would, in our judgment, not be in consonance with sound 
principles of integral program management and accountability. 

Nor is this objection merely theoretical or academic. Under this bill, the 
Board would make old-age and survivors insurance “freeze” determinations for 
individuals with 10 years of railroad employment even where it is clear that an 
old-age and survivors insurance benefit will in all likelihood be payable by 
this Department directly to the beneficiary—for example, where the individual 
is “fully insured” under old-age and survivors insurance or not “completely 
insured” within the meaning of the Railroad Retirement Act. It would not be 
easy to make claimants in such cases understand why a key element in their 
cases is adjudicated elsewhere without resort to this Department, if they feel 
aggrieved. 

To be sure, old-age and survivors insurance “freeze” determinations made by 
us are also used in determining the amount of the so-called social security 
minimum for a railroad annuity under section 3 (e) of the Railroad Retirement 
Act, though it should be noted that the social security minimum could not apply 
to railroad disability annuities. This incidental use of old-age and survivors 
insurance benefit criteria and concepts in defining the minimum level of certain 
railroad annuities, however, cannot justify a proposal to have the Board make 
such determinations in its own right for “all purposes of the Social Security 
Act,” as the bill puts it, or for purposes of the financial interchange, any more 
than the Board's determination of other elements of the social-security minimum 
could properly govern our adjudications under the old-age and survivors insur- 
ance system. (The social-security minimum, incidentally, is indirectly financed 
from the old-age and survivors insurance trust fund under the financial inter- 
change or “reinsurance” provisions adopted in 1951.) 

Moreover, since under this bill the Railroad Retirement Board (in making 
“disability freeze” determinations under section 216 (i) of the Social Security 
Act), would not be acting as the agent of this Department, it would probably 
not be bound by the regulations and standards established by this Department 
under section 216 (i) but would establish and follow its own regulations and 
standards. Misunderstanding on the part of the public would also be created 
by the provision that judicial review, though related to an old-age and sur- 
vivors insurance matter, would be under the Railroad Act. It would seem to be 
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most important, and in accordance with the elementary principle of equal jus- 
tice under law, that all freeze determinations under section 216 (i) be made 
on a uniform basis under identical standards. To permit different standards 
to be applied would be discriminatory as between career railroad employees 
and all other persons who apply for disability freeze determinations. 

The bill would “deem” an application for a railroad disability annuity—even 
if it is only for an occupational annuity—to be also a request for an old-age 
and survivors insurance freeze. We recognize that in certain cases (where an 
individual applies to the Railroad Retirement Board for a disability annuity 
under that act) it would be of advantage both to the applicant and to the two 
programs to permit him to combine with that application a request for a dis- 
ability determination under the old-age and survivors insurance program. How- 
ever, this should be done in such a way as not to endanger the principle that all 
old-age and survivors insurance freeze determinations should be made on a 
uniform basis under identical standards. One acceptable approach would be 
for the Railroad Board to make the old-age and survivors insurance disability 
determination in behalf of this Department under the same basic provisions that 
apply to the disability freeze determinations made by State agencies. (While 
State agency determinations are made pursuant to agreement between the State 
and this Department under sec. 221 (b) of the Social Security Act, the statute 
could specify the conditions under which the determinations would be made by 
the Railroad Retirement Board, rather than provide for the determinations to 
be made by the Railroad Retirement Board pursuant to an agreement with this 
Department.) If this approach were adopted, the Railroad Board, in making 
disability determinations for the purposes of section 216 (i) of the Social Se- 
curity Act, would be acting as the agent of this Department, and the claimant, 
if dissatisfied with the determination, would have the same rights of adminis- 
trative hearing and judicial reviews as in the case of disability determinations 
made by State agencies or by this Department. 

Another provision of the bill about which we have major reservations is one 
relating to section 222 of the Social Security Act. This section of the Social 
Security Act declares it to be the policy of the Congress that disabled individuals 
applying for a determination of disability for old-age and survivors insurance 
purposes should be promptly referred to the appropriate State agency for neces- 
sary vocational rehabilitation services. However, the bill specifies that a deter- 
mination of disability by the Railroad Retirement Board shall be deemed to 
meet the conditions of section 222 of the Social Security Act. In practice, the 
likely result of this provision of the bill would be that individuals for whom 
the Railroad Retirement Board made a “disability freeze” determination would 
not be referred for necessary vocational rehabilitation services. To the extent 
that this result occurred the stated congressional policy would be defeated. 

For the above-mentioned reasons we recommend against the enactment of the 
disability freeze provisions of S. 3616 in their present form. Also for the reasons 
stated in our report on H. R. 9065, of which a copy has been furnished to your 
committee, we are compelled to recommend against enactment of the other pro- 
visions of the bill. 

Time has not permitted up to obtain the advice of the Bureau of the Budget 
in regard to this report. 

Sincerely yours, 
M. B. Fotsom. Secretary. 


Unrrep STatTes oF AMERICA, 
RAILROAD RETIREMENT Boarp, 
Chicago, Ill., May 1, 1956. 
Hon. Lister HI11, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C. 


DeaR SENATOR HItx: This is is reply to your request of April 26, 1956, for a 
report on the bill S. 3616, which was introduced in the Senate on April 11, 1956, 
by Mr. Kennedy, for himself and other Senators, and was referred to your com- 
mittee for consideration. 

Sections 1 (a), 1 (b) (1), 2 (a), 2 (b), 2 (e), 3, 4, 5, and 6 of the bill, which pro- 
pose an increase in retirement annuities, pensions and survivor annuities under 
the Railroad Retirement Act of, generally, 15 percent, and an increase in tax de- 
signed to meet the costs of the proposed increase in benefits, are identical in terms 
to the provisions of bill S. 3400, introduced by Mr. Bender on March 8, 1956. Re- 








te teeta net 





RAILROAD RETIREMENT 7 


ports of the members of the Railroad Retirement Board on 8. 3400 were filed on 
March 22, 1956. It is, therefore, respectfully requested that you consider the 
respective reports on S. 3400 as covering these corresponding provisions of 
8. 3616 as well. 

The reports of the Board members on 8S. 3400 are also identical to those sub 
mitted by them on H. R. 9065 and other House bills which are identical to S. 3400. 

The Bureau of the Budget advised the Board on March 2, 1956, with respect to 
the members’ reports on H. R. 9065, as follows : 

“You are advised that while there is no objection to the presentation of such 
report as the Board members deem appropriate, enactment of H. R. 9065 and 
identical bills would not be in aecord with the program of the President for the 
following reasons: 

(1) The bills are discriminatory in that they would introduce a new type of 
tax treatment favoring a select group of employees. 

(2) They would induce pressures for comparable treatment of other employed 
groups, with serious adverse effects upon income tax revenues. 

“(3) Enactment of the legislation would aggravate the already serious financial 
deficiency in the railroad retirement program and hasten depletion of the fund.” 

With respect to sections 1 (b) (2), 2 (c), 2 (d), 7, and 8, of the bill, which con- 
tain provisions not included in the bill S. 3400, the Board makes the following 
report, on which all members are in agreement: 

The provisions pertaining to the disability freeze, contained in sections 1 (b) 
(2),2 (ec), and 2 (da), and 8 of the bill, would place in the Board the authority to 
make for the career railroad worker a disability-freeze determination under the 
Social Security Act for certain purposes, including the Railroad Retirement Act. 
Such determinations can now be made only by the Secretary of Health, Education, 
and Welfare. The purpose of a disability-freeze determination under the Social 
Security Act is to preserve an individual's insured status which, by reason of a 
total and permanent disability, might be lost through lapse of time, and to prevent 
a reduction in the individual’s average monthly wage from which is computed 
the amount of the benefit he and his family may receive from his employment. 
This freeze provision affects the Railroad Retirement Board and the railroad 
retirement system by reason of section 3 (e) of the Railroad Retirement Act 
which requires that the benefits under the Railroad Retirement Act of a railroad 
employee and his wife, or, after his death, of his survivors, shall not be less than 
the amount or the additional amount that would be payable under the Social 
Security Act if the employee’s railroad service were “employment” under the 
Social Security Act. Under this provision, if the employee had social-security 
employment in addition to his railroad service, the total of the benefits under the 
two systems will not be less than the total would be if the social-security benefits 
were computed by adding the employee’s railroad service and earnings credits to 
his social-security credits. 

At the present time, under the law, the Secretary of Health, Education, and 
Welfare makes the disability-freeze determination in the case of railroad workers, 
as well as persons covered by the social-security system, and the purpose of the 
sections in the bill dealing with this question is to place in the Railroad Retire- 
ment Board the authority to make its own freeze determinations, but only with 
regard to railroad workers who, at retirement or death, will have 10 or more 
years of railroad service. (The bill would permit the Secretary of Health, Educa- 
tion, and Welfare to make the determination if the railroad employee has suf- 
ficient social-security employment to make him eligible for the disability-freeze 
under the Social Security Act without regard to his railroad employment.) 

In order to prevent inconsistency between the decisions of the two agencies, 
the Board’s authority to make such determinations would be the same as the 
Secretary of Health, Education, and Welfare would have if the railroad service 
of career railroad employees were social-secarity employment (see sec. 1 (b) (2) 
beginning on line 7 of p. 2 of the bill). 

In providing for the disability freeze, the bill (sec. 1 (b) (2)) would follow 
the Social Security Act in not allowing the freeze in the case of anyone who 
died before July 1, 1955. The bill would permit the Board, however, to consider 
an application under the Railroad Retirement Act fer a disability annuity as 
an application for a disability-freeze determination instead of requiring, as 
does the Social Security Act, a special and separate application; and it would 
permit the Board to use evidence already in its possession with regard to the 
employee’s disability as a basis for the determination instead of requiring, 
unless needed, an addiitonal medical examination. The bill would enable an 
employee to bring suit against the Board immediately if he is aggrieved by the 
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Board’s decision on his claim for a disability freeze, and would make decisions 
of the Board allowing the freeze controlling for the purposes of the financial 
interchange between the railroad-retirement and social-security systems. 

Sections 2 (c) and 2 (d) (beginning in line 14 on p. 4) of the bill, would require 
the Board and the Secretary of Health, Education, and Welfare to provide each 
other, upon request, reports of disability-freezer determinations which either 
might issue, and would make any such determination binding on the other 
agency. Also they would continue in the Secretary of Health, Education, and 
Welfare the authority to make disability-freeze determinations for railroad 
employees who, at retirement or death, will have less than 10 years of railroad 
service and for railroad employees with 10 or more years of service who have 
sufficient social-security employment to make them otherwise eligible for disa- 
bility-freeze determinations under the Social Security Act. 

Section 7 would amend the Railroad Unemployment Insurance Act to include 
among the expenditures authorized to be made by the Board, the expenses, 
tuition, and salaries of the Board’s employees attending certain special training 
courses. 

The members of the Board are unanimous in their support of the two addi- 
tional proposals contained in 8. 3616. 

Sincerely yours, 


RAYMOND J. Ketiy, Chairman. 


UNTTED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 


Chicago, IUl., May 1, 1956. 
Hon. Lister HInt1, 


Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C. 


Dear Senator Hiri: This is in reply to your request for a report on the bill, 
S. 3654, which was introduced in the Senate on April 18, 1956, by Mr. Bender 
and was referred to your committee for consideration. 

The bill S. 3654 is identical in terms with the bill S. 3400 introduced by Mr. 
Bender on March 8, 1956. Reports of the members of the Railroad Retirement 
Board on 8S. 3400 were filed on March 22, 1956. It is, therefore, respectfully 
requested that you consider the respective reports on S. 3400 as covering S. 
3654 as well. 

The reports of the Board members are also identical to those submitted by 
them on H. R. 9065 and other House bills which are identical to S. 3654. 

The Bureau of the Budget advised the Board on March 2, 1956, with respect 
to the members’ reports on H. R. 9065, as follows: 

“You are advised that while there is no objection to the presentation of such 
report as the Board members deem appropriate, enactment of H. R. 9065 and 
identical bills would not be in accord with the program of the President for the 
following reasons: 

“(1) The bills are discriminatory in that they would introduce a new type 
of tax treatment favoring a select group of employees. 

*“(2) They would induce pressures for comparable treatment of other em- 
ployed groups, with serious adverse effects upon income tax revenues. 

“(3) Enactment of the legislation would aggravate the already serious finan- 


cial deficiency in the railroad retirement program and hasten depletion of the 
fund.” 


Sincerely yours, 


Mary B. LINKINS, 
Secretary of the Board. 


OXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 


Washington, D. C., May 2, 1956. 
Hon. ListEr Hm, 


Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C. 


My Dear Mr. CHAIRMAN: It has come to our attention that S. 3616 and S. 
3654, bills to amend the Railroad Retirement Act of 1937, are pending before 
your committee. The Bureau of the Budget wishes to submit the views set forth 
below with respect to these bills. 
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In general, the bills would increase retirement benefits and lump-sum pay- 
ments by 15 percent. Spouses and survivors benefits would also be raised in 
many instances, the precise extent of the increase depending on certain interre- 
lations with social security. These increased benefits are estimated to add about 
$120 million a year to the cost of the program. The bills propose an increase of 
1 percent each in the employer and employee taxes, thus raising the already 
heavy combined tax rate to 14%4 percent on earnings up to $350 a month. 

S. 3616, in addition, includes provisions relating to a disability freeze and ex- 
penditures for special training of employees designated by the Railroad Retire- 
ment Board. Time has not permitted the Bureau of the Budget to determine 
the relationship of these particular features of 8. 3616 to the program of the 
President. 

Each of the bills contains a unique provision to exclude railroad employee 
retirement taxes from income subject to the Federal income tax. In the cas® of 
the great majority who are subject to income tax, this would more than offset the 
effect of the proposed 1 percent increase on the take-home pay of employees, and 
the value of the exclusion would be greatest for employees in the higher pay 
brackets. It would mean that the general income taxpayer would pay nearly 
all the real cost of the ostensible increase in the employees’ tax. The Treasury 
Department will indicate separately to your committee that it opposes the tax 
provisions of the bills. 

The Bureau of the Budget is seriously concerned over the proposed tax ex- 
emption, which runs counter to a basic principle of income taxation; namely, 
that exemptions should be universally applicable to all wage earners rather than 

a select group. Moreover, such a provision would inevitably lead to irresistible 
aie for similar tax relief for persons covered by OASI and other programs, 
With serious adverse effects on Federal revenues. 

The railroad retirement program is already operating at an actuarial de- 
ficiency of $86 million a year. This situation occasioned a warning in the 1955 
actuarial evaluation that “an increase in the revenues is needed if the system is 
to be maintained on a sound reserve basis” and “the time when disbursements 
will exceed taxes * * * is imminent.” The net effect of the bills would be to 
increase this operating deficiency to about $102 million a year. 

The present actuarial deficiency of the system has also been a matter of grave 
concern to the Bureau of the Budget. This trust fund is in actuarial difficulties 
despite favorable interest rates and other credits from the Federal Government 
which are not extended to other Government retirement systems. These bills do 
nothing to relieve the present deficiency but, instead, would increase it. Spe- 
cifically, they would increase costs by an estimated 2.3 percent of payroll, com- 
pared to a 2-percent increase in taxes. Impairment of the soundness of the fund 
jeopardizes employee benefits. 

In view of the foregoing considerations, you are advised that enactment of 
either S. 3616 or 8S. 3654 would not be in accord with the program of the President. 

Sincerely yours, 
ROBERT E. MERRIAM, 
Assistant to the Director. 


Senator Kennepy. This afte noon our first witness is the chief spon- 
sor of S. 3654, the Honorable George H. Bender, of Ohio. We will 
also hear fron cosponsors of S. 3616, Hon. Richard L. Neuberger, 
of Oregon; Hon. Frank Barrett, of Wyoming; Hon. EF arle C. Clem- 
ents, of Kentucky : : Hon. Wayne Morse, of Oregon; and Hon. Herbert 


H. Lehman, of New York. 


I am happy to welcome you before this subcommittee, Senator 


Bender. 


STATEMENT OF HON. GEORGE H. BENDER, UNITED STATES 
SENATOR FROM THE STATE OF OHIO 


Senator Benper. Mr. Chairman and members of the subcommittee, 
I am very pleased to appear here in support of the bill, S. 3654, which 
I introduced in behalf of myself and a number of other Senators, and 
in support of the bill, S. 3616, which the honorable chairman of the 
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subcommittee introduced in behalf of himself and a number of other 
Senators. 

The two bills are identical in the most important respect ; namely, 
in the provision for increasing benefits for railroad employees, their 
dependents and survivors. While Senator Kennedy's bill has some 
additional provisions, which I understand are very desirable, the most 
important feature in both bills is the increase in benefits, increase in 
tax rates, and the exclusion of the railroad-retirement taxes paid by 

ailroad employees, beginning next July, from gross income and 
wages, for income tax purposes. Accordingly, I shall address myself 
to those features of the two bills. 

Before discussing the substance of the identical provisions in the 
two bills, I wish to point out what is generally known to all Mem- 
bers of Congress: that retirement annuities and pensions under the 
Railroad Retirement Act are inadequate to cope with the cost of living 
so that the great bulk of retired railroad oan have a difficult time 
indeed to make ends meet. 

While the proposed increase in benefits is modest, so modest in fact 
that I do not isitees any railroad man eligible for retirement would 
find in it sufficient inducement to retire by reason of this increase in 
benefits; the man already retired, who can no longer continue in 
service, will indeed welcome the 15 percent increase proposed in the 
bill. 

The needed increase in benefits being great, I was, of course, de- 
lighted to find many of my colleagues in the Senate eager to join with 
me in sponsoring the bill, just as I was delighted to find that Senator 
Kennedy and his cosponsors felt the same way about it. 

I am also very encouraged by the fact that about 100 Members of 
the House of Representatives are equally concerned about the plight 
of retired railroad workers as is Senator Kennedy and I and our co- 
sponsors on the Senate side. This concern in the House is clearly 
evidenced by the fact that nearly 100 bills, identical to the one I intro- 
duced in the Senate, have been introduced in the House to date. 

I think it is proper to point out that among the many Members of 
the House of Representatives deeply concerned with the problems, and 
who introduced bills identical to mine, is the Honorable Charles A. 
Wolverton, the ranking minority member on the House Committee 
on Interstate and Foreign Commerce. I should also mention that 
tle Honorable Thomas A. Jenkins, my colleague from Ohio serving 
in the House of Representatives, has indicated equal concern with the 
problem and has assured me of his support of the bill in the House. 

The bill itself is quite simple and almost self-explanatory. It would 
provide, generally, a 15-percent increase in benefits, although in some 
cases the increase would be less than 15 percent and in others there 
would be no increase at all. I shall discuss these exceptions later on. 

In order to finance the cost of the added benefits the bill would in- 
crease the present tax rates by 1 percent of taxable payroll on rail- 
road employers and employees and by 2 percent of such payroll on 
employee representatives. To afford some relief, however, to rail- 
road employees and employee representatives, whose retirement-tax 
burden is already very great, the bill would exclude from their gross 
income and wages, for income-tax purposes, all their retirement taxes 
that they would pay beginning next July. 
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This, in my opinion, is a very fair proposal; it would give railroad 
workers a small measure of the tax advantage that railroad employers 
have enjoyed, and are still enjoying, with regard to the retirement 
taxes they pay for the support of the railroad retirement system. Rail- 
road employers have been paying only 48 percent of the amount that 
their employees have been paying and, even after the enactment of 
this proposal, railroad pauline” would still be paying considerably 
less than their employees would pay in retirement taxes. 

After this bill is enacted, railroad employeees who pay income taxes, 
and the great majority of them do, would pay retirement taxes of 
$5.80 on each $100 wages up to $350 a month, while their employers 
who pay corporation taxes, and the great majority of them do, would 
pay only $3.48 on the same $100. 

his proposal in the bill would, in essence, eliminate duplicate taxa- 
tion of the same amount, and this is as it should be. I am advised 
that Great Britain and Canada have already eliminated dual taxation 
on retirement taxes, and I recall that, in this country, we afforded some 
relief to stockholders by reducing the tax on dividends that had already 
been taxed when the corporation included the amount in its gross 
income. 

There is thus every justification for affording railroad workers a 
small measure of relief in this regard, particularly because their re 
tirement taxes are already more than three times the social-security 
tax and the increase in benefits proposed in the bill cannot, in good 
conscience, be avoided. 

I am satisfied, and I hope you are also, that the amount of revenue 
to be derived from the proposed increase in benefits will be more than 
ample to cover the cost of the increased benefits. I am advised that the 
Board’s actuary has computed the added cost to be 1.97 percent of pay- 
roll, but he increased this amount by 0.33 percent of payroll, arriving 
at a total of 2.3 percent, on the assumption that this modest increase in 
benefits would be an incentive to earlier retirements. 

This appears to me very unsound because I do not believe that a rail- 
roadman, or any man, able to work and earn a salary of $300, the 
monthly average salary in the railroad industry, would find an incen- 
tive in an additional $15 a month or so to give up this active life for 
an annuity in the amount of about one-third of his salar y- 

On this question, Mr. Horace W. Harper, the labor member of the 
Railroad Retirement Board, has not only the same view as I have, but 
has taken serious issue with the Board’s actuary during the recent 
House hearings on the identical bill; and Mr. Harper is in a much 
better position than the Board’s actuary to know the attitudes and 
thinking of railroad workers because he spent his lifetime working 
with them and representing them in collective bargaining, and repre- 
senting them now on the Railroad Retirement Board. 

I conclude, therefore, that the action of the actuary in adding 0.33 
percent to the actual cost of 1.97 percent, is entirely unwarranted, and 
that the added 2 percent of payroll taxes will more than cover the cost 
of the increased benefits, 

Note particularly that annuitants whose benefits are computed under 
the overall social-security minimum will be increased by less than 15 
percent or not at all. Similarly, spouses’ annuities in the maximum 
amount of $54.30 will not be increased at all, and those in excess of 
$47 will be increased by less than 15 percent. And an employee annuity 
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in the amount of his average monthly compensation will not be in- 
creased at all. 

I respectfully submit, therefore, that the bill is self-financing, is 
exceptionally meritorius and, in the light of the widespread interest 
in it shown by Members of both Houses of Congress, should be re- 
ported out quickly and favorably. 

Senator coma. We will hear next from Senator Barrett, of 
Wyoming, a cosponsor of both of these bills. We are glad to have you 
here, Senator Barrett. 


STATEMENT OF HON. FRANK BARRETT, UNITED STATES SENATOR 
FROM THE STATE OF WYOMING 


Senator Barrerr. Mr. Chairman, I want to take a moment this 
morning to speak in support of S. 3616 and 8S. 3654. I am a cosponsor 
of each of these bills. I think the time has come when the Railroad 
Retirement Act should be liberalized. Retired railroad workers receive 
on the average only about $104 per month. By the same token, those 
unfortunate employees who are forced to retire by reason of disability 
get on the average only $95 per month and, worse even yet, survivor 
bnefits average from $40 to $62 per month. 

This bill grants a modest increase of 15 percent in these benefits. 
The cost of living has increased to such an extent that it is only fair 
and proper to grant an increase in benefits at this time. Now, Mr. 
Chairman, the railroad retirement fund is presently actuarially sound. 
We are under great obligation to both the employees and the railroads 
to keep it that way. 

This bill increases the contributions from both the employees and 
the carriers by 1 percent, making the total contribution of each 714 
pares and calling for a total payment to the retirement fund equiva- 

ent to 1414 percent of the total payroll. If we are to grant these 
additional benefits, as I believe we ahead, then it is imperative that 
at the same time we raise the contributions required from both the 
carriers and the workers. 

The bill eases the burden of the increased cost to the employees by 
excluding the amount of the contribution from his wages, and con- 
sequently from income taxes thereon. 

Even when this concession is made, Mr. Chairman, the contribution 
required from the railroad employee is much higher than that required 
under Social Security and from that required under retirement plans 
by private companies. Furthermore, I am advised that a similar pro- 
vision has been in effect in England and Canada. I feel that this con- 
cession on taxes is fair and reasonable. I hope that you will report 
the bill favorably. 

Thank you for the opportunity to testify in this matter. 

Senator Krennepy. Thank you, Senator Barrett. We are very grate- 
ful to you for coming here today. 

The junior Senator from Oregon, Senator Neuberger. 


STATEMENT OF HON. RICHARD L. NEUBERGER, UNITED STATES 
SENATOR FROM THE STATE OF OREGON 


Senator Neusercer. Mr. Chairman, I appreciate the opportunity 
to appear this afternoon in support of S. 3616, the bill which you, Mr. 
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Chairman, have introduced and of which I am a co-sponsor to increase 
and improve benefits under the Railroad Retirement Act. 

The amendments to be made by this bill are relatively simple, and 
I know that they are well understood by you, Mr. Chairman, and by 
other members of the Senate Labor Committee. Therefore, I want 
to take only a minimum of your time, so that other witnesses will not 
have long to wait for their turn to testify. 1 just want to explain 
briefly why I believe S. 3616 is sound legislation, which I am glad to 
cosponsor in the Senate. 

The problems of fixed income groups in Oregon and in the Nation 
are among the most difficult that we fac . There has been no parity 
formula worked out for the protection of this large segment of our 
society. There has been no minimum wage or pension floor below 
which individuals in this category cannot fall. 

The squeeze that retired employ ees are put to, between the cost of 
living snd inflexible income is a most distressing dilemma. This bill, 
if enacted, would in some degree alleviate this situation. 

I understand that there has been no general increase in the benefits 
paid under this act since 1951—before the inflationar y effects of the 
Korean War were fully reflected in the cost of living. Since that 
time, there have been increases in general wage levels for employed 
persons, both in private and in Government work, as well as measures 
to liberalize the social security system and the civil service retirement 
system. I believe that retired railway employees also deserve moderni- 
zation of their retirement benefits. 

I have had many letters from retired railroad employees and lead- 
ers among railroad workers in Oregon in support of this legislation, 
In the State of Oregon there are 6, 107 retired railroad employees and 
beneficiaries of all classes who will be affected by this legislation. 
With their dependents, this is a substantial group. 

It seems to me that the requests of the r: ailw: ay employees themselves 

for the present proposed amendments are entitled to be given weight 
and attention, in the light of their responsible attitude toward the 
financial soundness of the railroad retirement fund. 
5. 3616, which we are discussing here today, is a measure recom- 
mended to the Congress by the Railway Labor Executives’ Associa- 
tion on behalf of every railway labor organization in the United States. 
This program is recommended to us after the most exhaustive consid- 
eration by these representatives of railroad employees and after the 
most careful technical studies had been completed. 

From the very beginning the responsible parties interested in rail- 
road retirement have insisted that any benefit increases that are pro- 
vided in the program be financed soundly and wisely. Therefore, in 
order to provide the increased benefits of 15 percent, additional rev 
enues in a commensurate amount are needed. The second part of this 
bill makes that provision. 

We are not being asked to give something for nothing. The employ- 
ees are willing to have their payroll deduction increased by 1 percent. 
I cannot, of course, judge the acturial effects of such an increase meas- 
ured against the increase in benefits, but if the evidence before this 
committee is that this will keep the income of the fund adequate for 
its increased obligations, I can see no reason whatsoever for opposing 
the needed liberalization of benefits. 

77600— 56———_: 
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I have long been convinced, Mr. Chairman, that the working men 

and women of this country are increasingly prepared to make present 
sacrifices during their years of highest and steadiest earnings to assure 
themselves of an adequate measure of financial security in retirement. 

Recognizing that increased benefits necessarily mean increased costs 
in the form we ‘urrent payroll deductions, the overwhelming majority 
are willing to make these contributions ungrudgingly. 

At the same time, I believe that an equal increase in the matching 
contribution of the employing railroads ts a fair and legitimate cost to 
be borne by that industry and segment of our national economy to 
whom these men and women give the working years of their lives. 

In the light of these good reasons, I am ¢ onfident that this committee 
will decide that S. 3616 deserves your early favorable action. I should 
just like to say this in conclusion : 

As you know, I have only been a member of the Senate a very short 
time, a little over a year. However , | do serve on the Senate Committee 
on Post. Office and Civil Service, and I have been very active on three 
subcommittees which have been studying the plight of Federal employ- 
ees, former employees of the Federal Government on fixed retirement 
income and also trying to evolve a new method of retirement or new 
retirement benefits for employees presently working for the Federal 
Government who soon will be in retirement status. 

I am convinced that this is one of our major concerns confronting 
the Nation. What are we going to do in a period of inflation, due to 
past and present military costs, about the impact on people who have 
retired, who have fixed incomes and can do nothing about those in- 
comes and yet have to bear the increased cost of medical care, of food, 
of clothing, of recreation, of rents, and all of the other necessary costs 
of living in our society ? 

In view of the fact that we have only recently provided increased 
annuities for former Federal employees, and in view of the fact that 
the Senate Committee on Post Office and Civil Service is considering 
future expansion of those annuities, and in view of the fact that other 
segments of private industry have provided greatly expanded benefits 
for some of their people, I do think that the railroad employees are en- 
titled to the benefits provided in S. 3616, and I want to commend you, 
Mr. Chairman, for introducing the bill and to thank you for giving me 
an opportunity to be a cosponsor of that legislation. 

Senator Krnnepy. Senator, I think you know the retired employees’ 
annuity, based on age, will average only about $104 per month. Those 
annuities based on “disability retirement will aver age about $95 per 
month. In view of what is happening to the cost of living, the cost 
of rents and more basic living charges, it seems to me that a 15 percent 
raise is indicated as long as ‘it does not threaten the soundness of the 
fund. 

I think that is the position which take on this. 

Senator Nevusercer. I certainly do, Mr. Chairman. I have been 
reading a book on Scandinavia, and I have been interested to note, 
although those countries are relatively poor in income and industrial 
wealth | compared to the United States, how much larger a proportion 
of their total income is devoted to social benefits, such as family allow- 


ances, retirement for former workers, unemployment compensation, 
and so on. 
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1 think in a country as wealthy as ours, we certainly can consider 
such an increase as is proposed in S. 3616 for these former railroad 
employees. 

Senator Kennepy. Thank you, Senator. We appreciate your 
coming. 

Senator Nevpercer. I appreciate the opportunity, and thank you, 
Senator Allott. 

Senator Kennepy. The senior Senator from Kentucky. 


STATEMENT OF HON. EARLE C. CLEMENTS, UNITED STATES 
SENATOR FROM THE STATE OF KENTUCKY 


Senator Clements. Mr. Chairman and members of the subcom- 
mittee, the economic position of senior railroad employees upon retire- 
ment has undergone a continuous deterioration over the past 2 decades. 
When the railroad retirement program was inaugurated in the midst 
of America’s worst depression, employees who had served the Nation’s 
railroads for 10 years or longer were entitled to an average monthly 
benefit of $63.65. Today in ‘terms of purchasing power, the benefits 
these aged employees receive are more than 5 percent less than what 
their predec essors received during the depression. 

Particularly tragic is the situation of the worker who has met with 
an accident in the course of his duties that has incapacitated him for 
the further pursuit of gainful employment of any kind. Not only 
do these men, whose lives have been so drastic ally and permane “ntly 
blighted, receive less than their uninjured companions in retirement, 
they also receive, in terms of real purchasing power, less than three- 
fourths of the benefits given to disabled employees 20 years ago. 

Such impoverishment should no longer be allowed to continue. 
Retirement benefits have traditionally been based on w ages, and earn 
ings in the railroad industry today are at a peak. Productivity has 
also reached new heights and this gain has been contributed partially 
by those wrokers w ho have since retired. 

It is 5 years since railroad retirement provisions were revised. In 
that time the cost of living has risen and wages have increased 15 per- 
cent. An increase of 15 percent in retirement benefits, such as S. 3616 
proposes, is not only overdue but is modest enough under the circum- 
stances. Adequate provision is made in this legislation to preserve the 
actuarial soundness of the Railroad Retirement system. 

When the Federal old-age program was inaugurated under the social 
security program, the average retirement benefit in the railroad in- 
dustry was three times the ; average social security old-age benefit. 
This differential was based upon the higher earnings of railroad em- 

ployees which was reflected in their retirement benefits. Over the 
years this differential has declined significantly. Furthermore, Con- 
gress 2 years ago raised old-age benefits so that they are now almost 20 
percent higher than in 1954. Simple justice requires that railroad 
employees should get increased benefits also. 











16 RAILROAD RETIREMENT 


The following tables graphically illustrate the need for this 
legislation : 


TABLE I.—Immediate retirement benefits, 1936-54 





























All annuities | Disability annuities 
TS ee 
Average monthly Average monthly 
payments! | Percent | payments ? Percent 
= ae change | :€ a change 
| 1936-54 1936-54 
1936 1954 1936 1954 
— a ————r om SS Sa Ha ss 
Current dollars_.........--- sianidehecdheabianen | $63.65 | $116. 96 | 83.8 | $75. 46 | $104. 02 37.8 
SOD. cod... dina dceninienigineie ann 63. 65 | 60.41 | —5.1 75. 46 53. 73 —28.8 
I cthsitinectnnnine Beidadaceinnaiemamaay 123. 23 116. 96 —5.1 146. 09 104. 02 —28. 8 
| | 





1 Figures adjusted by applying BLS cost of living index. 
2 Amount payable at end of year. 


Source: Annual Report of the Railroad Retirement Board, 1954 (tables B-14 and B-15) and 1955 (tables 
C-14 and C-15). 


TABLE 2.—Cost of living index, 1936-54 


a heh cela gsibaiaceherkaeeeeeds 59. 3 
a a Bt te Re en aliernlengelie eepbibbenprecenan a 114.8 
Teen en en nnn nn nen eee eee enn A nace a ats iinaiteaeiaie 93. 6 


Source: Bureau of Labor Statistics. 


TABLE 3.—Gross weekly earnings, class I railroads,’ 1951-55 


a a a aR NR tenn ae $70. 93 
Tee ee ee Be eh A chet lt eeticdl * 81. 5 
PIO en hh il sells cdcitihcnn aes 14. 9 


1 Class I railroads employ 95 percent of all railroad employees. 
2 Preliminary. 


Source: 1956 Economic Report of the President, table D—25. 

I appreciate very much the opportunity to present my views on this 
legislation. 

Senator Kennepy. Thank you very much. 

Now, the senior Senator from Oregon, Senator Wayne Morse. 


STATEMENT OF HON. WAYNE MORSE, UNITED STATES SENATOR 
FROM THE STATE OF OREGON 


Senator Morse. Mr. Chairman and members of the subcommittee, 
the bill S. 3616, of which I am a cosponsor, would increase benefits 
under the Railroad Retirement Act, generally, by 15 percent. In order 
to finance this increase in benefits, the bill would increase the railroad 
retirement tax rates on railroad employers and employees, with respect 
to compensation paid after June 1956 for service rendered after that 
date. The bill would raise these tax rates from the present 614 percent 
of payroll up to $350 a month to 714 percent. 

The bill would afford some relief to railroad workers for their high 
retirement tax burden by relieving them of the present obligation to 
pay income tax on money paid out for retirement purposes. In addi- 
tion, the bill would authorize the Railroad Retirement Board te make 
for career railroad workers its cwn “disability freeze” determinations 
provided for by the Social Security Act and which affect the amount 
of benefits payable under the Railroad Retirement Act in applying 
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the overall social security minimum provision of that act. Further, 
the bill would authorize the Board to pay from the Railroad Unem- 
ployment Insurance Administration Fund to the expenses, salaries, 
and tuition of employees selected by the Board to attend training 
courses. 

I am very pleased to find that the need for increasing benefits under 
the Railroad Retirement Act is recognized by so many members of 
both Houses of Congress. Aside from the large number of Senators 
sponsoring the bill here under consideration, | understand that about 
100 members of Congress have introduced identical bills containing 
the same benefit and taxing provisions as are contained in S. 3616. 

Although the bill would provide for an increase in benefits of 15 
percent generally, I consider it well to call attention to the special 
situations in which the annuities would not be increased, or would be 
increased less than the full 15 percent. These special situations are 
as follows: 

1. The Railroad Retirement Act contains a guaranty that in no case 
would the benefits under the act to a railroad employee, his family, or 
survivors, be less than the amount or the additional amount, he would 
receive if his railroad service were employment under the Social 
Security Act. This provision makes certain that the railroad em- 
ployee does not lose in being covered by the separate railroad retire- 
ment system because of differences in the formulas for calculating ben- 
efits under the respective systems. An example of this provision is 
the case of an waibhanes annuity in the amount of, say, $60, under the 
railroad retirement formula, but, because of the very favorable for- 
mula in the Social Security Act for computing benefits for low-paid 
(and at present short-term) workers, this employee might receive $65 
under the Social Security Act if his railroad service were employ- 
ment under that act. In view of this, his annuity under the Railroad 
Retirement Act would be increased by $5 to $65. The bill would not 
apply to the increased amount but to the amount calculated under 
the regular railroad retirement formula or to the basic $60, which 
would mean an increase in the benefit to $69. Should the amount 
computed under the Social Security minimum formula have come 
to $70, the increase provided by the bill would not apply since the 
benefit has been increased already under this other provision by more 
than it would be under the proposal. However, if the individual’s 
annuity under the Railroad Retirement formula were, say, $75, in- 
stead of $60, and because of the operation of the Social Security 
minimum guarantee, he should receive $80, this individual’s annuity 
would be increased by 15 percent of $75, or, by $11.25, to a total of 
$86.25. While this net increase would be $6.25 a month or less than 
15 percent, this difference is due to the other increase provided for 
by the minimum provision. 

2. The maximum spouse’s annuity under the Railroad Retirement 
Act was increased last year by Public Law 383, 84th Congress, Ist 
Session (approved August 12, 1955) from $40 to $54.30. The prin- 
ciple underlying this increase was to assure that the maximum spouse’s 
annuity under the Railroad Retirement Act would be as much as 
the largest amount payable as a wife’s benefit under the Social Se- 
curity Act, and at the same time, place an upper limit on the amount 
of the annuity. The bill would conform to this principle. For that 
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reason, a spouse’s annuity payable already in the maximum amouut 
of $54.30 would not be increased at all and the spouse’s annuity im 
excess of $47 a month would not receive the full increase of 15 parr. 
The spouse’s annuities under $47 would, of course, be increased by the 
full 15 percent. 

3. The regular Railroad Retirement minimum annuity is the least of 
the following three amounts: 

(a) $4.14 times the years of service ; 

(b) $69; or 

(c) the employee’s average monthly compensation. 
While the bill would increase the first two factors, mentioned in (a) 
and (6) above, by 15 percent, the third factor, mentioned in (c). 
that is, the annuity equal to the average monthly compensation, 
would not be increased at all since it is considered by experts as con- 
trary to sound retirement policy to have a man’s retirement annuity 
exceed the average monthly wage he earned during his working life. 

In all other cases, of course, the Benefit would be increased by the 
full 15 percent. 

_ The proposed increase in benefits is intended to be financed by 
increasing the tax rates under the Railroad Retirement Tax Act by 
2 percent of taxable payroll. It is the theory of the bill that this 
increase in tax revenue would be more than ample to cover the cost 
of the proposed added benefits. The actuary of the Railroad Retire- 
ment Board has included in the cost for the added benefits an item 
of 0.53 percent of payroll on the assumption that the increase in the 
average annuity by $15 a month would stimulate retirement. The 
average retirement annuity is now, however, only $105 a month, so 
that the actuary assumes that on account of an annuity of some $120 
a month, the average railroad employee, who now earns on the average 
of over $300 a month, would be eager to give up this much larger income 
and retire earlier than he otherwise would. I do not agree with this 
view on the basis of what informed railroad men have told me and 
I am satisfied that the inclusion of this 0.33 percent of payroll to the 
ia cost of this bill for accelerated retirement is not warranted. 

Vithout this item of 0.33 percent, the actuary’s estimate of the addi- 
tional cost is less than 2 percent of payroll so that it is quite apparent 
that the additional revenues which the bill would provide is more than 
ample to cover the cost of the proposed increases in benefits. 

At this point, Mr. Chairman and members of the subcommittee, I 
wish to call attention to many requests I have received from railroad 
people for increases in retirement annuities because of the very serious 
increases in living costs. For example, Mr. H. P. Oldham of Portland, 
Oreg., speaking for himself and others, proposed that annuities be 
increased by 10 percent plus $10 a month. The bill would increase 
retirement annuities by an average of about $15 a month. While the 
increase proposed in the bill is not by as much as Mr. Oldham proposed, 
Tam satisfied that the proposal in the bill is a step in the right direction. 
When it becomes financially possible to increase annuities further, I 
shall certainly fight for it. 

I press the point that the proposal to exclude the amount of the 
employee’s retirement tax from wages and gross income, for income 
tax purposes, has precedent. Practically all pension systems supple- 
mentary to the Social Security system enjoy such advantage, since 
payments are usually made by the employer. 





! 
| 


ee ee 


RAILROAD RETIREMENT Lv 


Moreover, the Railroad Retirement system has assumed obligations 
for benefits based on untaxed service before 1937. These obligations 
have been estimated at $3.4 billion. The sixth actuarial valuation 
recently released shows that the cost of the benefits for new entrants 
is about 8 percent of payroll while the total taxes for the support of 
the system is 121% percent. Thus, with respect to new entrants, about 
41, porvans of payroll is spent by reason of the system’s obligations 
for benefits on untaxed service before 1937 and for benefits to other 
employees. The payment by some employees for the benefits paid to 
others. who have paid little or no taxes at all, precludes of itself the 
assumption that the compulsory retirement taxes deducted from an 
employee’s wages are all savings for the employee himself. 

y= to the fourth proposal in the bill, little need be said in support 
of the view that the Railroed Retirement Board, rather than the Secre 
tary of Health, Education, and Welfare, should have the authority to 
make “disability freeze” determinations for career railroad workers 
in applying the overall social security minimum provision of the Rail 
road Retirement Act. Such a determination which eliminates from 
the period counted in an employee’s work record time during which 
he is permanently disabled, might provide him with an “insured” 
status which he might not otherwise have and with a higher average 
monthly wage, making possible payment of a higher amount than 
otherwise under the overall seaaet security minimum in the Railroad 
Retirement Act. 

Finally, the proposal to give the Board authority to make certain 
expenditures for the benefit of employees selected by it to attend certain 
training courses is, obviously, in the interest of good administration. 

Mr. Chairman and members of the subcommittee, the bill is meritori 
ous and I urge its immediate approval. 

Senator Kennepy. Thank you for your statement. 

The junior Senator from New York. 


STATEMENT OF HON. HERBERT H. LEHMAN, UNITED STATES 
SENATOR FROM THE STATE OF NEW YORK 


Senator Lenman. Mr. Chairman, S. 3616 was introduced by you, 
Senator Kennedy, and was cosponsored by myself and 17 other Mem- 
bers of the Senate. The bill’s 5 provisions «an be summarized as 
follows: 

1. It authorizes a 15-percent increase in benefits under the Rail- 
road Retirement Act. 

2. It authorizes an increase of 1 percent in the employee’s contribu- 
tions to the fund and 1 percent in the employer’s. 

3. It permits employees to deduct the amount of their contributions 
to the retirement fund from their gross income for income tax 
purposes. 

4. It gives the Railroad Retirement Board the authority to make 
disability freeze determinations for career railroad workers. 

5. It permits the Board, under the Railroad Unemployment Insur- 
ance Act, to pay the salaries and expenses for training programs for 
Board employees. 

I would like to discuss each of these provisions in some detail. The 
15-percent increase would apply to the benefits of retired railroad 
employees as well as their dependents and survivors with a few excep- 
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tions. One of the exceptions—and I think it is an important one—is 
the fact that no increase would be made in the maximum annuity that 
can be paid to a spouse. The top limit for this would remain at 
$54.30 per month. 

The average benefits being paid to a retired worker under the 
existing law is $104 month. The maximum is $167 a month. I am 
sure that even those who are receiving the highest amount allowable 
under the law are having difficulty in making ends meet. But I am 
primarily concerned with the vast number of individuals who are . 
receiving less than the maximum—and the large number who are not . 
even receiving the average. 

People who must make ends meet on limited fixed incomes never . 
have an easy time of it. But their problems are multiplied as the 
cost of living increases. This is the situation facing retired railroad 
employees at the present time. 

There has been no overall increase in benefits since 1951. Yet the . 
cost of living has continued to go up since that time. I think it is 
apparent, therefore, that these people are very much in need of some 
relief. And it is up to members of Congress to give them that relief. 

If we stop to consider what it would be like to live on $104 per month, 
I think we can fully appreciate the magnitude of the problem and the 
responsibility we have to do something about it. 

The second feature of the bill provides for an increase of 1 percent . 
in the contributions made by the employees and a similar increase in . 
the employer’s share. Under the present law, the employee and the 
employer each contribute 614 percent making a total of 1214 percent; . 
this would be raised to 714 percent, making a total of 1414 percent. | 

A contribution of 714 percent is a substantial sum, particularly when . 
it is considered in terms of the general level of wages for railroad 
workers. However, the employees, through their various representa- 
tives, have shown their willingness to accept this increase in order to 
maintain the financial soundness of the retirement fund. I believe | 
this is a clear indication of the sense of responsibility which has char- 
acterized the thinking of these groups over the years. By coupling 
the request for increases in benefits with an increase in the tax rate, 
they have demonstrated their full acceptance of the principle that the 
fund must remain solvent in the years to come. They recognize that 
it is not enough for them to be concerned about the ability of the fund 
to meet its obligations during the next few years. They must also 
concern themselves with the future when the payments to be made 
from the fund will become increasingly larger as more and more 
people qualify for retirement. 

The third provision of S. 3616 is the most controversial. This is 
the section permitting employees to deduct from their gross income, 
for income-tax purposes, the amount of their contributions to the 
Railroad Retirement Fund. I think there is strong justification for 
the enactment of this proposal. 

The contributions required under this retirement program are, I 
believe, among the largest required under any contributory retirement 
system. The effect of this change in the present tax laws would be to 
put the employees on a more equitable footing with the employers with 
respect to tax obligations, although the employers would still have 
the advantage. 
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Employers are permitted to treat their contributions to retirement 
systems—both contributory and noncontributory—as an operating 
expense. As such they are deductible for tax purposes. Employees, 
under existing law, are not permitted to make such deductions. 
S. 3616 would give the railroad workers some measure of the tax relief 
which is presently available to the employers. 

The fourth provision of S. 3616 is largely of a technical nature and 
I think there is little ground for controversy. It merely permits the 
Railroad Retirement Board to make its own determinations for dis 
ability freeze purposes in the case of career employees. These would 
be the people who have had 10 or more years of service with the rail 
road industry. 

This determination of disability permits the worker to “freeze” 
his benefits at the level at which they stood prior to his disability. It 
also serves to preserve the individual’s insured status in the event that 
his disability keeps him out of the labor market for a considerable 
period of time. 

At the present time, these determinations are made by the Social 
Security Administration which is responsible for the administration of 
the “freeze” provisions of the Social Security Act. The adoption of 
this provision of 8. 3616 would transfer this function to the Railroad 
Retirement Board in the case of railroad workers. The Board would 
have the same authority as the Social Security Administration and 
would use the same standards. The proposed change involves no 
additional cost and is primarily a means of simplifying ‘administrative 
procedure. I can see no reason why there should be any objections 
to it. 

The last provision of S, 3616 gives to the Railroad Retirement Board 
the authority to pay the expenses, tuition, and salaries of employees 
designated by it to participate in various training programs. This 
would make it possible for Board employees to attend special courses 
that have a direct relationship to the work of the Board. At the 
present time, the Board is unable to spend money for this purpose. 

I think this is a wise provision and will result in benefits not only 
for the employees and for the Board, but for the country as a whole. 
Participation in special training courses is bound to result in better 
qualified Board personnel as well as in more efficient and more eco 
nomical Board operations. 

We are currently putting a great deal of emphasis on well-trained 
people and the need for up-to-date knowledge and information. By 
approving this section of S. 3616, we can demonstrate that we really 
mean what we say—that it is not just idle talk. 

In summary, then, let me say that I strongly believe that each and 
every one of the five provisions of S. 3616 are necessary and worth- 
while. I am confident that the committee will recognize their impor- 
tance and approve them without delay. 

Senator Kennepy. The members of the Railroad Retirement Board 
are next. We will first hear from the chairman, Mr. Raymond J. 
Kelly, and then we will hear from Horace Harper and Thomas Healy, 
the members. 
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STATEMENT OF RAYMOND J. KELLY, CHAIRMAN OF THE RAILROAD 
RETIREMENT BOARD; ACCOMPANIED BY WALTER MATSCHECK, 
DIRECTOR OF RESEARCH, RAILROAD RETIREMENT BOARD 


Senator Kennepy. It is a pleasure to see you, Mr. Kelly. We ap- 
preciate your appearance and that of the other members of the Board 
at this hearing. 

Mr. Ketiy. We appreciate the opportunity, Mr. Chairman. 

Mr. Chairman and gentlemen of the committee, my name is Ray- 
mond J. Kelly; Iam chairman of the Railroad Retirement Board. 

The bill S. 3654 which was introduced on April 18, 1956, by Senator 
Bender for himself and other Senators, is exactly the same as the 
bill S. 3400 which Senator Bender introduced on March 8, 1956. This 
bill would amend the benefit and taxing provisions of the railroad- 
retirement system. The bill S. 3616 which was introduced by the 
chairman for himself and other Senators would amend the benefit 
and taxing provision of the railroad-retirement system exactly the 
same as would Senator Bender’s bill and, in addition, would make 
rite other amendments, particularly those relating to “disability 

reeze”’, 

With regard to the benefit and taxing provisions, I refer you, Mr. 
Chairman and members of the committee, to the Board’s report, dated 
March 16, 1956, on Senator Bender’s bill S. 3400, which I believe has 
been filed. If not, I would like to ask leave that it be filed at this time. 

Senator Kennepy. Without objection, it is so ordered. 

(The report appears in the appendix, p. 81.) 

Mr. Ketty. In this report the three Board members have differing 
views regarding the bill and, consequently, each member of the Board 
submitted his own separate statement. 

As indicated in my reports on these bills, dated May 2, 1956—the 
bills we are considering now—I recommend favorable consideration of 
all the sections of the bills, except that I make no recommendation with 
respect to the provisions of section 5 of each bill, since such provisions 
are chiefly the concern of other departments of the Government. 

Section 5 would exclude from the gross income of employees and 
employee representatives, and from wages, for income tax purposes, 
all taxes they would pay under the Railroad Retirement Tax Act. 

With regard to the “disability freeze” provisions in S. 3616, which 
is the Chairman’s bill, I refer you to the Board’s report on this bill 
which has been filed with the committee as of today. I should add 
that the “disabiilty freeze” provisions involve no cost questions. 

The bill S. 3616 would also amend the Railroad Unemployment In- 
surance Act to authorize the Board to pay from the railroad unemploy- 
ment insurance administration fund, the expenses, tuition and salaries 
of the Board’s employees selected to attest certain training courses. 
I think that is a very worthy thing. 

The three Board members are unanimous in favoring the enactment 
of this and the disability freeze provisions. 

Now, the other members of the Board except Mr. Healy are here, 
and he will be here in the morning. Mr. Harper is here and we have 
a number of the members of our staff who are very familiar with all 
of the technical problems involved. They are the ones who have 
studied the provisions and their effect upon the Board and upon our 
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various functions and they will all be present during these hearings. 
They will be very glad at any time to answer any questions you may 
have regarding the provisions and the technical matters involved. 

Senator Kennepy. Mr. Kelly, would you summarize again the posi- 
tion of the Board on the main feature of this legislation, the increas- 
ing of the amount? Iam not asking for an opinion on the question of 
deducting the charge from taxes, which is in the bill, on which I think 
you may not want to take any position on. I should like to ask you 
two questions in connection w ith the increase, however. First, do you 
think the bill is needed and second, do you think its passage would 
threaten the solvency of the fund? 

Mr. Ketry. I do not think it presents a serious threat, no. That is 
my personal opinion, and I so state in my separate report. 

‘Senator Kennepy. And the increase in compensation is pretty well 
taken care of by the increase in the tax ¢ 

Mr. Kerry. Pretty nearly, yes, sir. 

Senator Kennepy. Is that the opinion of the other members of the 
Board, too? 

Mr. Ketiy. I believe Mr. Harper is for all provisions of the bill, and 
Mr. Healy is opposed to it. ahalioves that there is a difference, that 
the cost is going to be just a little bit more than will be raised, figured 
actuarially in the opinion of our actuaries. 

Senator Kennepy. In your opinion that is not sufficient to cause 
concern ¢ 

Mr. Ketiy. As to the soundness of the trust fund, I do not believe 
it will affect it seriously; no, sir. 

Senator Kennepy. Do you have any questions ? 

Senator ALuorr. Are you going to leave, Mr. Kelly ? 

Mr. Ketxy. I wanted to leave tonight, if I may. 

Senator Atxorr. I can obtain my information from others. Thank 
you very much. 

Senator Kennepy. Would you be in a position to give us accurate 
information on how much the benefits would exceed the contributions ? 
If you cannot provide us with that information perhaps you could 
suggest someone who could do so. 

Mr. Keixy. Mr. Matscheck is here, and he is head of our bureau of 
research, and he has with him our chief actuary. We also have our 
chief executive officer, and they have all been studying the bill very 
thoroughly. 

Senator Kennepy. Perhaps we could hear first from the other 
member of the Board and then we could talk with Mr. Matscheck. 

Senator Artorr. May I ask a question? Mr. Kelly, I would like 
to ask you 1 or 2 questions. As I understand it, you say that this will 
not affect the liquidity of this fund? 

Mr. Ketty. I said I did not think that it would seriously affect the 
soundness of the fund. 

Senator Atitorr. Now, we raised this last year, and had hearings. 
You recall we were here last year on this. I believe the coverage at 
that time in the bills was not the same but the area we were covering 
and we raised was the same, was it not ? 

Mr. Ketty. The bills differed last year, Senator Allott, in that 
they provided no financing for the increase. 
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Senator A.uorr. I understand that. I remember that, but were 
not the people covered the same ones who received the increase last 
year? In other words, we are dealing with the same area, are we not ! 

Mr. Ketty. To a large degree; yes, sir. 

Senator AtLorr. Now, since you have been operating under that 
for almost 9 months I want to ask you specifically how it has affected 
the fund. Has your fund been operating at a level or has it been 
actually going down, or have you still been building up funds, or what 
is the story on that ? 

Mr. Ketty. I would like to have our technical people answer that 
question. We have the accurate figures on it. e have some charts 
attached to our formal report which has been filed. 

Senator ALLorr. Are you unable to answer that question personally 
in general terms ¢ 

Mr. Key. In general terms I could probably answer it. 

Senator ALLorr. What would be your answer in general terms? 

Mr. Ketty. Now, may I hear the question again, Senator? 

Senator Attorr. My question is, what has happened to the fund 
since last year? Has your fund been impaired, or is it still improving, 
or what has happened to it ? 

Mr. Ketxy. The level cost has been increased, and I forget just 
exactly the figures. I did not bring that information with me, but I 
am sure that Mr. Matscheck would have it. Do you have the answer 
to that question, Mr. Matscheck, at this time ? 

Mr. Marscueck. That is a very involved question, and I think it 
cannot be answered directly. We can tell how much the cost has been 
of the amendments last year, but not what the effect has been on the 
fund. The fund has been going up because the total tax contributions 
are still in excess of total benefit payments. Benefit payments are 
higher than they were last year, but so are contributions. 

Senator Kennepy. When the bill was up last year, did you not esti- 
mate that it would mean an increase of about $26 million ¢ 

Mr. Marscneck. About $26 million. 

Senator Kennepy. Has it worked out at about that ¢ 

Mr. Ketiy. You see, Mr. Chairman, that was a level cost figure, 
figured over a permanent time. It does not cost that much the first 
year, and it will cost a lot more than that in the future. 

Senator Kennepy. Your figures have not changed ? ! 

Mr. Ketiy. We have not had a year’s experience on that yet. 

Senator Axxorr. Well, let me ask you this, Mr. Kelly: You signed 
the letter addressed to the Chairman of the Committee on Labor and 
Public Welfare, dated April 9, in which on page 2, under paragraph 3, 
you said as follows: 


The railroad retirement system cannot absorb the added cost because the Sixth 
Actuarial Valuation of the railroad retirement system shows that the net level of 
cost of benefits under the act is 14.13 percent of the taxable payroll. Since the 
actual tax rate is only 12.5 percent, the present benefit structure already involves 
an actuarial deficiency of 1.63 percent of the payroll which is equivalent to about 


$86 million a year on a level basis. 

Now, that is the answer generally that I wanted to get from you. 
What I would like to know is what does this mean in the proper con- 
duct of this fund? 

What does this paragraph mean if it does not mean that your fund 
is already operating at an actuarial deficit ? 


‘ 
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(The April 9 letter relating to S. 2922 appears in the appendix 
p- 81.) 

Mr. Ketry. It has been for some time when you figure the cost ever 
the level period, as they term it. That is the level cost over the years. 
However, as far as I am able to ascertain, and I am not an actuary, 
but from those who know, that amount has not been regarded either 
by the actuaries or by the Congress itself as being a dangerous sit 
uation. 

The reason that I favor the provisions of this bill is that it provides 
for a tax increase that will slenpet absorb the additional level cost. 
The one reason that I have expressed myself in favor of it is the same 
reason that many members of Congress have expressed themselves in 
favor of it, because the amount now being paid to the retired railroad 
workers is not sufficient to meet the-continual increase in the cost of 
living. 

Now, last year I objected to those amendments because there was no 
provision to in any way finance them. 

Senator Atxorr. I recall that. 

Mr. Ketty. However, this year, they do make these provisions for 
financing and it does not take up all of the estimated level cost, but it 
takes up a great percentage of it. 

Senator Atxorr. Mr. Kelly, in your letter of March 16, to Senator 
Hill, the chairman of this committee, on page 4, in the next to the 
bottom paragraph, you said as follows: 


According to the sixth valuation as’ medified by this cost estimate— 
and, by the way, here, you are referring to the proposed plan- 
the overall net level cost for the system would come to 16.43 percent of the pay- 
roll. By comparison, the combined tax rate on employers and employees would 
be 14.50 percent. So, the actuarial deficiency would be 1.93 percent of the payroll, 
or about $102 million a year on a level basis. 

Now, that may not be significant, but for my money when you talk 
about going into the hole $86 million a year, or $102 million a year, it 
is something to talk about. 

(The March 16 letter relating to S. 3400 appears in the appendix 
p. 81.) 

Mr. Ketviy. You mean the difference between $86 million and $102 
million ¢ 

Senator A.Lorr. No, I simply mean that you have endorsed this 
bill generally accepted as to the tax provisions and we are here, or I 
am here at least, because I want to.get from you gentlemen and from 
the interested parties here their point of view on this. It appears to 
me, from what little I have heard here that you are operating on an 
actuarial deficit of $86 million now, and that even with the new bill 
and the increased taxes you would be operating at an even greater 
actuarial deficit. There must be an answer to that. Either I mis- 
understand it or someone is wrong on this thing. What is the answer? 

Mr. Ketry. As I say, this bill provides for a 1 percent tax increase 
to be paid by the employees and to be matched by the carriers. While 
in our estimate that I receive from our technicians it will not amount 
to $102 million a year, it will amount to sufficient so that the difference 
will not seriously threaten the fund. 

Senator Auiorr. Well now, Mr. Kelly, did you sign this letter to 
Senator Hill, the chairman of this committee, dated March 16? The 
copy that I have has your name stamped on it. Did you sign it? 








26 RAILROAD RETIREMENT 


Mr. Ketty. I signed the original. 

Senator AuLorr. Did you sign that ? 

Mr. Kery. Yes, sir. . 

Senator AtLorr. Then, what does this panegre h I have ie read 
mean, if it does not mean what it says! It says that you will show a 
$102 million deficit 

Mr. Keuxy. That is the full deficit. 

Mr. Marscnack. That is the full deficit, yes. 

Senator Atxorr. If this bill is adopted / 

Mr. Ketty. Yes, sir. 

Senator Atiorr. And that would include the additional taxation 
feature ¢ 

Mr. Ketry. That is correct. 

Senator Atiorr. You and your fellow members are charged with 
the proper administration of this fund and how can you come in on 
the one hand and recommend a bill providing for increased benefits, 
and providing for increased taxation, when you show by your own 
statement that such a bill would put you at a $102-million-a-year 
deficit? That is what I cannot figure out in my mind. 

Mr. Ketty. I am trying to explain it. 

Senator Atiorr. Maybe I am just old fashioned enough to think 
that you ought to try and make your income equal your outgo. Now, 
if this fund is in good shape, which I understand it is, I know that 
ye could operate it at a deficit perhaps depending on how much, and 

do not have the figures here, for a short time. However, you cannot 
continue to operate it at a deficit forever and protect these people 
who have a right to be protected in this thing. 

Mr. Ketiy. Well, of course, it is a matter of opinion, I suppose, more 
or less, but it is my judgment that this particular bill would not increase 
the deficit to an extent where that increase itself would seriously en- 
danger the soundness of the fund. 

Senator Atuorr. You are increasing it by $16 million a year, ac- 
cording to your own statements here. Now, are these statements 
wrong ¢ 

Mr. Ketiy. No, that is correct. That is on a level basis over the 
years. 

? Senator Attorr. Am I correct in assuming that this means exactly 
what it says, that the taxation features of this thing will still leave 
it operating at $102 million deficit a year if this bill is adopted but 
that now it is only $86-million-a-year deficit ? 

Mr. Ketry. That is the difference. 

Senator Atiorr. Is that what you mean, and that is the story? 

Mr. Ketxiy. That is right. . 

Senator Atxorr. All right, sir, thank you. 

Senator Kennepy. Mr. Kelly, as I understand it, the bill that we 
are now considering will not adversely affect the security of the fund. 
The deficit comes as a result of bills passed on previous occasions; is 
that correct ? 

Mr. Ketry. A greater part of it; yes, sir. 

Senator Kennepy. Now, in assuming this, you have a 0.33 percent 
deduction for accelerated retirement because you feel that the passage 
of this bill may accelerate retirement and, therefore, there will be an 
additional drain on the fund. However, if you did not have that 
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projection, the increase in tax would completely take care. of the 
increased amount of dispersal, I believe. . 

Mr. Ketiy. Just. about, I believe. I think that that is correct. 

Senator Kennepy. While it may be true that the fund is running a 
deficit, and these valuations have constantly changed the assumptions 
upon which the deficit was assumed ; nevertheless, the bill we are now 
considering does not contribute to the deficit except in the most mi 
nute way and only if you accept the accelerated retirement as a fact. 

Mr. Kexy. If you did not accept that, it would be very small. _ 

Senator Kennepy. If you accepted it and that was just a surmise, 
you would only get one-third of 1 percent. That is what you would 
allow for the accelerated retirement ‘ 

Mr. Ketty. In that way it would; yes, sir. 

Senator Kennepy. Mr. Kelly, when we were talking about the bill 
we passed last year, and Mr. Harper was testifying, you made some 
references to the sixth valuation report. What was the finding in 
the sixth valuation as far as the actuarial soundness of the fund was 
concerned ¢ 

Mr. Keuty. I think that is set forth, if I am not mistaken, in my 
report. 

Senator Kennepy. You do make a reference to it in your statement 
but I will save the question for Mr. Harper, because Mr. Harper 
was the one who was being interrogated about it. Thank you very 
much, Mr. Kelly. Unless Senator Allott has any further questions, 
you are excused. 

Senator Auxorr. I have no questions. 

Mr. Ketiy. Thank you, gentlemen. 

Senator Kennepy. All right, Mr. Harper, will you come forward 
please. 


STATEMENT OF HORACE W. HARPER, LABOR MEMBER OF THE 
RAILROAD RETIREMENT BOARD 


Mr. Harper. Mr. Chairman, and gentlemen of the committee, my 

name is Horace W. Harper, and I am one of the three members of 
the Railroad Retirement Board charged with the responsibility of 
its administration. I am the labor member of the Board. 
_ L appear here today in support of S. 3616 and S. 3654. I am here 
in support of those bills because it is my judgment that it is in the 
interest of the employees and it is practical, and that a method of 
financing is provided which I shall hope to show a little later will 
actually reduce the present costs of our system. 

I shall address my remarks, to the bill S. 3616 because this bill 
contains also the provisions of the bill S. 3654. The bill in essence 
has five proposals: 

First, it would provide an increase in benefits to most bene- 
ficiaries under the Railroad Retirement’ Act; 

Second, it would increase railroad retirement tax rates by 1 
percent of taxable payroll on railroad employees and their em- 
ployers to cover the cost of the proposed increase in benefits: 

Third, it would exclude from income tax liability the railroad 
retirement taxes that employees would pay beginning next July; 

Fourth, it would place in the Board the authority to make dis- 
ability freeze determinations for career railroad workers; and 
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Fifth, it would permit the Board to pay from the railroad un- 
employment insurance administration fund the expenses and 
salaries of employees attending certain training courses. 

Concerning the first proposal in the bill, that is, the increase in 
benefits, it is quite clear that at least one member of the Board joins 
with me; the Chairman’s separate report says that he favors the enact- 
ment of the proposal to increase benefits. He has said that to you 
today. It follows that at least a majority of the Board favors the pro- 
posed increase in benefits. In his separate report, the management 
member of the board appears to object to the increase in benefits, but 
his objection appears to be based on the grounds, and only on the 
grounds, I might add, that the enactment of this proposal would in- 
crease the present deficiency in the financing of the railroad retirement 
system. This view is based on a statement of the Board’s actuary 
which I shall discuss later. 

To digress a moment, Mr. Healy, the management member of the 
Board, will be here tomorrow. ‘The first plans were for us to be 
heard tomorrow and in that belief Mr. Healy is not here today. He 
will be here tomorrow and I hope that he will be given an opportunity 
to be heard. 

Senator Kennepy. Yes, he will. 

Mr. Harrer. With regard to the increase in taxes of 1 percent of tax- 
able payroll on employees and employers, two of the Board members 
have expressed full approval of the bill in this regard, and their belief 
that this tax increase will be sufficient to cover the cost of the proposed 
increase in benefits. The actuary of the Board has computed the cost 
of the proposed increase to be less than 2 percent of payroll, but he 
added to such cost 0.33 percent of payroll on the assumption that this 
minor liberalization in benefits would be an incentive to earlier retire- 
ment. In my opinion, the inclusion by the actuary of an additional 0.33 
percent of payroll to cover accelerated retirement must represent 
purely a guess. I have spent a lifetime with railroad workers and I 
think I know something of their thinking. They will not retire as 
long as they are able to work and the small increase in benefits that the 
bill would provide would offer no incentive to giving up the life and 
the work in which they are interested. 

The Board’s actuary has computed the additional cost of the bene- 
fits proposed in this bill. They have computed that cost to be 2.3 
percent of taxable payroll. It is itemized in one of the reports before 
you, showing that the increase in employee annuities and pensions 
will be 1.65. The cost of additional spouse’s benefits will be 0.06. 
Aged widows will be 0.24. Other monthly survivor benefits will be 
0.01. Insurance and lump sum will be 0.03. Increase in residual ben- 
efit formulas will be 0.04 percent. Savings on residual payments will 
be 0.06. Allowance for accelerated retirement will be 0.33 of payroll. 

T should like, if I may, to make some observations and some com- 
ments and to express my own opinion with respect to only one item 
listed among the additional costs, and that is the 0.33 percent included 
in the estimated cost to cover the added retirements by reason of these 
minor benefits. 

To illustrate what I mean, the theory is that, using an illustration, if 
a man’s annuity is now $100 per month, he would not retire but if 
that annuity were raised from $100 to $115 more men, a greater num- 
ber of men, would retire. 
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Now, to me, that just does not add up and my position, as | stated 
earlier, comes from a lifelong service in the railroads. I think that I 
know railroad men. I know how they think about matters of this 
kind. I think that I know something about the practical aspects of 
railroading. 

Senator Kennepy. Mr. Harper, when we passed S. 1589, we were 
told that the fund was running a $50 million deficit. It was estimated 
that S. 1589 would add $26 million, which gives us a deficit of $76 
million. With the inclusion of the 0.33 percent of accelerated retire- 
ment, it is estimated to reach the figure Mr. Kelly mentioned of $102 
million, thus adding about $27 million a year to the deficit. 

Is that according to the figures that the actuaries have ¢ 

In other words, the point I want to make is that in figuring this 
$102 million deficit, $50 million was due to legislation passed long 
before, and $26 million was due to legislation which the Senate and 
the House passed last year. Thus only $26 million will be added to it 
and that will be added only if the guess on accelerated retirement 
proves to be accurate. As I underst: ind your testimony, Mr. Harper, 
you do not believe the estimate to be accurate. 

Mr. Harper. That isright. I hope to show that the increased reve- 
nue will actually decrease our costs, our present costs of 14.13 down 
to 13.97. That is excluding the 0.33 percent, we pick up another 0.02 
and, we save actually 0.03 percent of payroll. 

Now, let me explain if I may at the risk of talking too much, let us 
take the case of a young man who hires out as a railroad fireman. 
He first fights the extra ‘board for a period. Then he gets a regular 
job, on a night switch engine. Some time elapses and he gets a job 
as a daylight fireman on a switch engine. Some more time elapses 
and he gets on the extra pool board. ‘That is in freight service. That 
is on freight trains. Then, after another period, ‘he gets to have a 
regular assignment on the pool board. Then after the lapse of another 
number of years, that man is promoted to be an engineer and then he 
goes through the same routine once again. 

So that, gentlemen, when he gets up to be a passenger engineer, our 
records show that he is in his late fifty’s, and many, many times in his 
early sixty’s, before he reaches the zenith, the top job in his craft or 
in his profession. 

It just is not human nature for a man to work all of his life trying 
to reach the pinnacle, and then reaching the pinnacle for him to retire 
and give up a salary of $600 or $700 a month for a 15 percent increase 
in his annuity. The facts are all against it. Our records show that 
the average retirement age is age 68. 

The reason for that, among other things, is just what I have said to 
you, that they do not retire and certainly to add 15 percent to the pres- 
ent annuities would not be a sufficient inducement to cause a man to 
vive up the high place that he has reached in his profession merely for 
those few additional dollars. 

In my judgment it will not happen. If we reduce this estimated 
cost of 2.30 percent of payroll, if we eliminate from that this 0.33, then 
the additional cost will be 1.97 and against that we are pic king up 2 
percent of payroll as per the provisions of the bill. So that ‘in my 
judgment this bill not only takes care of the additional expense con- 
tained in this bill but it actually reduces minutely the expenses or the 
costs of the system. 
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I think it is important to consider that 0.33 percent is not a computed 
figure. You cannot take a slide rule and arrive at any 0.33 percent. 
It represents an educated guess. I have no disposition at all to quarrel 
with our actuary or with our research department, but that is purely 
an assumption. Our actuaries admit that it is an assumption. It is 
an honest assumption, I think, but it is a mistaken assumption because 
of the things that I have told you. 

I just do not believe that the inclusion of that 0.33 is justified, and 
if it is excluded then the additional expense is well taken care of as 
I said before. 

Coming now to the third proposal of the bill, that is the exclusion 
from income tax of the employee’s retirement taxes, I wish to point 
out that the management member of the board makes no mention of 
it in his report, and that the chairman of the board specifically stated 
that he expresses no views with respect to it. Those things being true, 
there are three members of the board and two of them have no opinion 
or if they have them express none, and I have one and I express it. 

Isay that the provision is wholly justified in all of the circumstances, 
so that at least one member of the board is for it and none of them 
is against it. 

Further, as has been pointed out by me and will be pointed out by 
Mr. Schoene during the House hearings on this question, this proposal 
is fair and equitable. The principle of taxing a tax payment, that is, 
a tax upon tax, is highly objectionable. Countries like Great Britain 
and Canada have already removed this objectionable dupticate taxation 
on retirement contributions. But I do not rely on that alone as a 
precedent. 

The Congress of the United States has given relief to American 
stockholders by way of reducing taxes on dividend income on the stated 
theory of avoiding double taxation, even though the corporation pay- 
ing the dividend has passed on to the consumer the business tax levied 
on corporate incomes. Moreover, I understand that many industries 
in the United States provide pension systems supplementary to the 
Social Security System and thereby avoid double taxation on the em- 

loyee by making such supplementary systems noncontributory ; that 
is, thoy pay both the employer and employee cost for the supplementary 
system and save the employee a tax on a tax, while at the same time 
charging off the additional cost to them as a business expense not 
includible as taxable income. 

I may add that this is true in the railroad industry right now. 

What this bill proposes is to do directly what is being done indirectly 
by private companies. As a matter of fact, if railroad employers and 
employees were to reach, through collective bargaining, an agreement 
whereby the present railroad retirement system were to be financed 
exclusively by employers, who would pay less than half, only 48 per- 
cent, of the cost, as they do now, for their share under the present 
tax system, the employees would obtain even more relief than the 
bill proposes. 

Now to discuss that pointedly, the employees pay $6.25 a hundred, 
on earnings up to a maximum of $350 per month. The railroad pays 
a similar sum of $6.25. But the railroad charges up that $6.25 to busi- 
ness expenses and takes advantage of it in the payment of their corpora- 
tion taxes. So that, actually, while employees are out of pocket $6.25 
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for every $100 of taxable income, the railroad in round figures is only 
out about $3.10 because the corporation tax is 52 percent, and since 
they get relief on that they only actually pay 48 percent of the $6.25. 
All we are asking, and I say al) the employees are asking for here, is 
equal treatment. 

Moreover, the railroads have supplemental pensions, many of them 
do at any rate. These are supplemental pensions that run in addition 
to their railroad retirement benefits. I do not know, of course, but 
on those railroads which provide the noncontributory supplemental 
pensions it is just as sure as sin that the railroad companies charge the 
cost up, too, as a business expense, and avoid the payment of taxes 
which the employees would have to pay if they paid 50 percent of such 
costs. 

You find that throughout industry, that in these supplemental sys 
tems, corporations, and big employers—and I could name a few. You 
know who I have in mind, but m: iny, many of them have supplemental 
systems and pay for it all and charge the cost off as a business expense 
and get the advantage of the tax reduction because of that. 

I think that it is wholly equitable and I think it is fair, and I think 
that it provides a method of tax relief which will affect a class of people 
who as well deserve it as any that I know of. 

Concerning the fourth proposal, I wish to point out that the purpose 
of a “disabiliay freeze” Sarisianiien under the Social Security Act 
is to preserve an individual's insured status which, by reason of a 
total and permanent disability, might be lost through lapse of time: 
and to prevent a reduction in the individual’s average monthly wage 
from which is computed the amount of the benefit that he and his 
family may receive from his employment. This “freeze” provision 
affects the Railroad Retirement Board and the railroad retirement 
system by reason of section 3 (e) of the Railroad Retirement Act 
which requires that the seuitine under the Railroad Retirement Act 
of a railroad employee and his wife, or of his survivors after his death, 
are not to be less than the amount or the additional amount that would 
be payable under the Social Security Act if the employee's railroad 
service were “employment” under the Social Security Act. Under 
this provision, if the employee had social-security employment in addi 
tion to his railroad service, the total of the benefits under the two 
systems will not be less than the total would be if the social-security 
benefits were computed by adding the employee’s railroad service and 
earnings credits to his social-security credits. 

At the present time, however, the Secretary of Health, Education, 
and Welfare makes the “disability freeze” determination in the case 
of railroad workers as well as persons covered by the social-security 
system; and the purpose of the bill dealing with this question is to 
place in the Railroad Retirement Board the authori ity to make its own 
“freeze” determinations, but only with regard to railroad workers 
who, at retirement or death, w ill have 10 or more years of railroad 
service. 

In order to prevent inconsistency between the decisions of the two 
agencies, the Board’s authority to make such determination would be 
the same as the Secretary of Health, Education, and Welfare would 
have if the railroad service of career railroad employees were social 
security employment. Under social security, until the recent amend- 
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ment, time as a divisor ran from date of employment to date of 
retirement. 

To illustrate, formerly if a man were employed for 20 years and 
earned $20,000, and if that same man were disabled, say 5 years, his 
earnings for that period would be divided by 20 not 15 which, of course, 
would reduce the average earnings upon which his pension is based. 

But, under the amended Social Security Act, he can drop out those 
— of unemployment by reason of disability, and so it provides 

im a better computation, a more equitable computation, and a larger 

nsion. 

Oar retirement system is involved because interlaced throughout 
our act is the provision that a man and his family shall in no cireum- 
stances receive less money under our act than they would receive if 
their employment were under social security. So we are affected by 
that disability freeze because if social security gives to its people the 
benefits of the dropout of the disability periods, our people under the 
law are entitled to it. 

We want that, but we want to maintain control of disability de- 
terminations. Under the law as it is now constituted, the social 
security has the authority to make disability determinations not only 
for its people but for railroad men, which, of course, is objectionable 
to us. It 1s objectionable to us in many respects, chief among which 
is this: We have a disability provision in our act, a disability benefit 
and certainly we do not want social security making determinations 
which would foul up or interfere or conflict with our findings as to 
disability. 

I think it is reasonable for us to have the authority to make these 
determinations with respect to employees who have more than 10 
years of service. I think it is equally equitable and right for social 
security to maintain authority to make disability determinations for 
railroad people with less than 10 years, and that is what our bill 
provides. 

In order to prevent inconsistency between the decisions of the two 
agencies, the Board’s authority to make such determinations would be 
the same as the Secretary of Health, Education, and Welfare would 
have if the railroad service of career railroad employees were social- 
security employment. 

I may say in passing that the three members of the Board are in 
agreement with respect to that section of the act. I think it is one that 
is highly important, and one that is wholly justified. 

Finally, the fifth proposal would amend the Railroad Unemploy- 
ment Insurance Act to permit the Board to pay the salaries, tuition 
and expenses of the Board’s employee who are selected by the 
Board to attend certain training courses. This is an essential part of 
good administration and is an equally desirable proposal. 

We do not propose to send our people through college and give them 
a law degree, and we do not expect to send them through an ac- 
countancy school and make accountants out of them, but we merely 
want to be able to send our people out to attend special training 
courses that have a direct bearing on the operation of our Board. To 
illustrate, one of our men recently was named 1 among 8 throughout 
the United States to be given a scholarship to attend a management 
school. Under the General Accounting Office regulations now, we 
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cannot pay that man’s expenses nor his tuition. We can, we think, 
pay his salary, but we cannot pay his tuition and expenses. 

The purpose of this bill is merely te remove that prohibition so that 
we can send our people to training schools to make for greater effi 
ciency and greater economical operation of our Board. 

Incidentally, there is another general bill of this kind pending, and 
I do not know what its status is now, which would apply to all Gov- 
ernment agencies. I do not know what the fate of that bill will be. 
but I sincerely hope that the Congress will permit our Board to avail 
itself of this opportunity to train our people. That is particularly 
true with respect to electronics which is coming more and more into 
our operation. 

In conclusion, Mr. Chairman, and members of the committee, I wish 
to state emphatically, what you undoubtedly know, that the increase 
in benefits proposed in the bill is highly essential and I hope you will 
agree with me that the 2- -percent increase in taxes will cover the added 
costs of the proposed increase in benefits. 

Thank you very much. 

Senator KenNnepy. You have a special responsibility, Mr. Harper. 
to the employees, to make sure that the soundness of the fund is pre 
served. You recognize that, do you not ‘ 

Mr. Harrer. Yes, sir. 

Senator Kennepy. If this bill passes, and the actuaries who are not 
working for either the carriers or labor but are just attempting to do 
their job based on their experience, are right and you are wrong, it 
would mean that a deficit of $102 million would be running from now 
on. In your opinion, if they are right and you are wrong, do you 
think the security of the fund might be threatened ? 

Mr. Harver. There is, of course, that possibility. Some mentior 
has been made of the fact that we compute our costs on a level cost 
basis. I will give you a crude illustration. We estimate our costs. 
let us say, 

Senator Kennepy. I understand about an actuary. It does not 
mean $102 million last year but it means running through the life of 
the fund. It means that you must figure your deficit is going to run 
$102 million a year, actuarially speaking. That does not lessen. it 
merely because it does not happen to occur this year. 

Mr. Harrer. But we can assume, and we do assume, that the people 
who follow us will be just as diligent as we have been in protecting 
and preserving the soundness of our system. The 14.13 which amounts 
to 1.63 percent of payroll in excess of the taxes that we collect is the 
level cost estimate. 

Now, if that ran for 50 years at 1.63, of course it would be divisible 
by that. The point I am trying to make is this: Whatever adverse 
effect it would have on our system would show itself within 10, 15, or 
20 years so that we then might make whatever adjustments were 
necessary. 

Then, too, no actuarial examination or report is any better than the 
assumptions upon which it is based. We are living in a living and 
growing and evolving age and it is most difficult to make assumptions 
off into perpetuity. In 1937, we made some estimates and they were 
good estimates and they were soundly arrived at. But along came 
World War IT, and along came the Korean situation, and along came 
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the boom period, so to speak, an increase in railroad business. Those 
things were not foreseeable. 

Senator Kennepy. When you were testifying last year before Sena- 
tor Lehman, on page 16 of the hearings on S. 1589, you stated that the 
valuation report—the fifth valuation report reduced the figure from 
14.33 to 13.52 and then you said : 


I mention that merely to call to your attention that Congress in its wisdom, 
shall we say, agreed and did pass some amendments which were at an estimated 
cost of 14.48. As we had hoped the fifth valuation report pulled that down to 
13.52. Now we are hopeful that the sixth valuation report will do the same 
thing, and it may be that I am lonesome in that hope, but lonesome or not 
And then so on. 

Did the sixth valuation report reduce the figure from 13.52? 

Mr. Harrer. It increased it to 14.15. I was disappointed. 

Senator Kennepy. They were right and you were wrong / 

Mr. Tarver. But they did not include, I might add, the assumption 
of 0.33 for accelerated retirement. Those figures were computed 
figures. They were not based purely on assumptions. ‘Those were 
good figures, as the other figures are good figures, except with respect 
to this one item. 

Senator Kennepy. It does not make any difference in considering 
these retirement funds what is happening today, or what happens while 
you are in office. Our responsibility continues for a much longer time, 
so that I am sure that this subcommittee is not anxious to do anything 
that will imperil the security of the fund. 

I wonder whether the actuary who made the 0.33 percent assump- 
tion, could tell us how he reached it. Would that be agreeable with 
you, Mr. Harper ? 

Mr. Harper. Yes. 


STATEMENT OF ABRAHAM N. NIESSEN, CHIEF ACTUARY OF THE 
RAILROAD RETIREMENT BOARD 


Mr. Niessen. My name is Abraham Niessen and I am the Chief 
Actuary of the Board and I am ready to answer any questions, pro- 
vided I know the answer. 

Senator Kennepy. Mr. Niessen, you heard Mr. Harper and others 
who have discussed the 0.33 percent assumption, or the increase in 
retirement benefits, state that an accelerated retirement would result 
which should be figured at 0.33 percent. 

Mr. Harper has made the statement that based on his experience he 
doubts that will take place because the amount of the increase will 
not be sufficient to encourage this acceleration. Could you tell us 
how you got your figures? 

Mr. Niessen. I would like to say first of all that there were no data 
on which an estimate of accelerated retirement could be based. Conse- 
quently, whatever figure I put in for this accelerated retirement was 
based on what Mr. Harper stated was an educated guess. But I would 
like to give the chairman the reason behind this guess. 

First of all, it is universally accepted that when benefits go up, if they 
go up sufficiently, then there aed be a greater incentive for people 
to take the benefit. I might put it this way: Suppose you would have 
an annuity or unemployment benefit that is very high. Then there 
must be an effect in the incidence of taking the benefit. When the 
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breaking point comes, we do not know. I would not know whether the 
15-percent increase provided in the bill would be sufficient to make that 
break or would not. 

But, from the point of view of an actuary, it was reasonable to assume 
that there will be an effect. 

Furthermore, I was not thinking so mutch about the average annuity 
of $104 and what a 15-percent increase would do to that, but 1 was 
thinking in terms of the high annuities. Weare paying now annuities 
that are probably around $167 a month, and as time goes on, let us say 
when there would be no prior service after the year 1966, beginning in 
1967, annuities can go up as high as $220 to an employee. If you add 
the annuity to the wife which would be $54 under the present law, then 
you get a substantial amount of money. Let us say if we have some- 
thing like a family income that would be changed from $220 a month 
which is possible under the present law- 

Senator Kennepy. That is for a man and his wife ¢ 

Mr. Niessen. It isa maximum. 

Senator Kennepy. What percentage would be receiving that high 
an amount ¢ 

Mr. Niessen. The percentage is not large. It is not very large, but 
as time goes on, and as the 30 years’ service limitation that is present 
in the law now would be eliminated, then there would be more people 
receiving higher annuities. Furthermore, as you very well know, Mr. 
Chairman, we have now a provision in the law where annuities are 
based on $350 a month instead of $300 as before. That will be another 
factor that will increase the annuities as time goes on. 

May I remind you, Mr. Chairman, that you yourself said from the 
actuarial point of view you have to look over the long range, and not 
just look at the situation as it exists at the present moment. 

Considering all of these things, I figured that an allowance should 
be made. But whether the allowance should be 0.33, or a little less 
or a little more, I cannot state with any definite assurance. It is very 
possible that the allowance that I put in is too stiff. It is possible that 
the situation may work out that the allowance is not sufficient. 

I would like, however, to reaffirm the statements that were made in 
testimony here and testimony before the House that this allowance of 
0.33 is an educated guess, and to me it seems a reasonable allowance. 
Whether it will bear out or not, I cannot say. 

Senator Kennepy. I understand if it is borne out, you estimate the 
deficit is going to be $102 million a year? 

Mr. Niessen. Here, again, I believe I am only repeating the words 
that you, Mr. Chairman, said before. The problem here apparently 
is the $16 million. It is the difference between $102 million and $86 
million. 

If I understand correctly, the $86 million deficit is not questioned. 
The question is about the additional $16 million which hinges on the 
allowance of the 0.33 percent of payroll for accelerated retirement. 
In other words, if you wish, you can separate the problem now into 
two parts. The first problem is the general deficiency of the system 
that we have now, according to our estimates which is apparently not 
necessarily a part of this deliberation. The second part is whether 
the additional 2-percent tax which is imposed by this bill will be 
sufficient to pay for the additional benefits that the bill provides. 
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According to the actuarial estimate which I gave, the income will 
not be sufficient. However, if people outside the actuarial field who 
may have as good a judgment on the subject as the actuary, or better— 
if they come to the conclusion that the 0.33 is not justified in full, that 
only a part of it should be allowed, then of course the $16 million does 
not exist to the extent that it is set out. 

Senator Kennepy. I thought it was running $50 million before the 
passage of the bill last year, and it went up $26 million, which would 
make it $76 million. 

Mr. Niessen. Between the valuations several things happened, Mr. 
Chairman. There were several amendments between the fifth and 
sixth valuation reports, although these amendments were passed with- 
out an accompanying increase in the tax rate. 

Senator Kennepy. We were told that those amendments would cost 
$26 million. Did they cost more than that ? 

Mr. Niessen. In this valuation, we did not go through an analysis 
of the various amendments that were passed between the fifth and 
sixth valuation, so as to isolate them and to find out whether the 
original estimate was right or was wrong. I would say that it was 
approximately correct. The estimates that were given to the Senate 
and to the House at the time the amendments were considered were 
approximately correct. 

tmesay something else. According to the fifth valuation assump- 
tion, if the amendments of 1954 and 1955 were included, the cost 
figures stood, if I am not mistaken, at 13.90 percent of payroll. The 
sixth valuation came up with a cost figure which is substantially the 
same, and it is not very much different. The difference is between 
13.90 in the fifth valuation and 14.13 in the sixth valuation. 

I was also sorry to see that the sixth valuation came out with a higher 
figure, but according to my own judgment, I am responsible for the 
valuation and to the best of my judgment, this was the most reasonable 
figure I could arrive at. 

Senator Kennepy. Have the increases which have taken place in 
the last 10 years affected the number of people retiring? Have they 
accelerated retirements ? 

Mr. Niessen. This is, again, Mr. Chairman, a question which almost 
defies an analysis. The retirement experience after 1950 has been 
much heavier than in the years of 1950, 1949, and 1948. In other 
words, studies made for the sixth valuation showed that both the 
number of retirements, and I am speaking of age retirements and 
the incidence of retirement in the period 1951, 1952, and 1953, were 
much heavier than in the period before. 

The question is now to what factors can we attribute this increase. 
It is very difficult to isolate them. 

First of all, let us remember that the 1951 benefits were increased 
15 percent, that is one factor, but what was even more important is 
that other benefits were introduced. In consequence, the income of 
many families was then increased not only by 15 percent for the 
employee but by an additional $40 for the wife. This might have had 
something to do with it. 

Furthermore, perhaps conditions in the railroad industry, and per- 
haps some reductions in force, and perhaps some mechanizations, and 
perhaps general economic conditions made the difference bet ween the 
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numbers of retirements in the last few years as compared with the 
others. 

Senator Kennepy. What has happened to the average age of re 
tirement? If we had a table covering the last ten years what would it 
show ? 

Mr. Niessen. The average age of retirement, Mr. Chairman, re 
mained relatively stable. ‘However, the aver age age of retirement 
itself is not according to actuarial opinion a good indicator of the 
incidence of retirement. Ordinarily, what we do would be to set up 
a table of what we call exposures. The exposures are numbers of 
people who could retire under the law if they wished to do so. 

Against those figures, we measure the number of actual retirements 
that had taken place. Then we get the ratio, the actual retirements 
to the numbers of people who could retire if they had chosen to do so. 

This, according to actuarial opinion, is the true and correct measure 
of the incidence of retirement. 

The average age might be affected by the distribution of people 
who can retire. If you have a different age distribution, you may end 
up with a higher average age even though the incidence of retirement 
is lower and vice versa. 

Senator Kennepy. According to your calculations, how many years 
will it be before the fund is depleted and a deficit occurs? When will 
you begin to pay out more than you have taken in / 

Mr. Niessen. That would require a projection, and if I would say 
anything right now, Mr. Chairman, it would be just a kind of a wild 
guess, and not even an educated guess. I would say that it will be 
several decades. ‘That is, it would be several decades before the reserve 
that we now have will become exhausted and at that time, of course, we 
will find ourselves in a position where we will not have enough money 
to pay benefits. 

Now, if the chairman will bear with me, I will try to explain why 
I am speaking in terms of several decades. 

Right now our system is running with benefits that are already very 

close to the tax income. We estimate that in the next year or two the 
benefits will exceed the tax income. This does not mean that the 
reserve will start to diminish. The reason, as you very well know, 
Mr. Chairman, is that we now have a reserve of approximately $314 
billion on which we get over $100 million a year of interest. So that 
let us assume that in the first year we will find ourselves short $5 mil- 
lion or $10 million between benefits and taxes. ‘Then we will still have 
395 million of interest left and the reserve will keep on growing for 
awhile. Eventually, a time will come when the discrepancy between 
benefits and tax collections will be so large that the interest on the 
fund will not be sufficient to make up for it. When this happens, the 
reserve itself will start to decline, and ordinarily when the reserve 
starts declining it goes down fast, from this point on it goes down 
fast. 

Senator Kennepy. You lose that additional interest also. 

Mr. Niessen. Then, of course, at that time, the interest gets smaller 
and smaller because you have to start using your principal. 

Mr. Kennepy. How would you compare the soundness of the rail- 
road retirement fund with the Social Security System? When the 
improvements were up in 1954 we heard all kinds of assumptions. All 
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actuaries, as you know, come to different conclusions as to what is 
going to be the future of the social security fund. How would you 
compare the soundness of this fund with the soundness of the social 
security system ? 

Mr. Niessen. The only thing I can say about the Social Security 
System is to repeat the statement of the actuaries of the Social Security 
Administration, or to quote some of the statements that are made in 
the official cost estimates for congressional committees by the actuary. 

According to the actuary of the Social Security, the OASI system is 
now very nearly in actuarial balance. This is, of course, on the as- 
sumption that social security tax rates will go up as scheduled. If 
they do, then the actuarial estimates show that the discrepancy between 
the income of the system, including the reserve, of course, and the out- 
go of the system is very small. If I am not mistaken it is a question 
of only about a quarter of a percent of payroll difference, so that there 
is no need to worry about it. ' 

I would like to say that no actuary will ever come to a congressional 
committee or anybody else and say that his estimates are correct 
within one percent of the estimate or within two percent of the esti- 
mate. There is always some error porns one way or the other. So 
it is very reasonable on the part of the social security actuary to say 
that if the level cost is close to the level tax rate there is no need to 
worry. 

Our system, unfortunately, according to the actuarial estimate does 
not have that closeness between income and out-go. As you know, Mr. 
Chairman, the sixth valuation came up with a deficit or deficiency 
figure of 1.60 percent of payroll whieh an actuary would consider 
serious. Whether the policy makers would consider it serious, is up 
to them. It is a matter of policy in which the actuary has no voice. 

Senator Kennepy. I am very grateful to you for your statement. 
Perhaps Mr. Harper might want to comment on it. Would you stay 
here for just a few minutes. 


STATEMENT OF HORACE W. HARPER, LABOR MEMBER OF THE 
RAILROAD RETIREMENT BOARD—Resumed 


Mr. Harper. I am wholly disarmed when I discuss matters of this 
wind with an actuary. I do want to emphasize what Mr. Niessen 
has said to you that this isan assumption. It has not been computed, 
and it is merely an assumption. 

He might have assumed 48 or 33 or 13, but it is an assumption. 

Now, it is interesting to me that in 1951, when we got a 15-percent 
increase, in computing the costs our actuaries included no item about 
the acceleration of benefits. I think it is not worthy that this is the 
first time, to my knowledge, that a discernible figure has been in- 
cluded in it. It might have been included, but it might have been so 
small it was not shown. So far as I know this is the first time, and 
certainly in 1951 they did not include any figure for accelerated 
retirement. 

Not only did the annuitants, as Mr. Niessen has told you, get a 15- 
percent increase at that time, but their wives got an additional $40, 
which certainly is a family income. 

The survivors, of course, got 3314 percent, together with fringe 
benefits, and brought it up in the peleiberhaad of 40 percent. There 
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were no estimates and if there were they were not included in the 
report made to the Congress showing the estimated additional cost 
because of accelerated retirement. 

I want to make it clear that I have the utmost confidence in Mr. 
Niessen. I think he is an expert in his field and I think that he knows 
his business and knows it ai 

My only quarrel with him is that an actuary is making an assump 
tion about the retirement of railroad people which, in my judgment, 
just does not square up with the facts. I think it is an assumption 
that is not a good one, for the reasons that I told you. ‘The fact that 
our people wait until they are 68 years of age to retire now, I think, 
emphasizes what I said before, that they are loathe to retire and that 
they will not be induced to do it by a 15-percent increase in their 
annuities. 

Senator Kennepy. Mr. Harper, I appreciate your testimony today 
and I am very grateful to Mr. Niessen. I think you have given us 
very helpful information on this whole general problem which is the 
responsibility of the subcommittee, even apart from the immediate 
consideration of this bill. 

Mr. Niessen, could you tell me why you did not figure the accelerated 
retirement in the benefits of 1950? You did discuss it somewhat 
generally. I know you do not want to carry on a debate with Mr. 
Harper, but perhaps you can answer that question. 


STATEMENT OF ABRAHAM N. NIESSEN, CHIEF ACTUARY OF THE 
RAILROAD RETIREMENT BOARD—Resumed 


Mr. Niessen. I think I can answer that question, too. 

It happens that in the fifth valuation the retirement rates that were 
assumed contained a greater margin of safety than the retirement rates 
used in the sixth valuation. In fact, in the sixth valuation, I used the 
same retirement rates as in the fifth, but recent experience has shown 
that these rates do not contain as much of a safety margin as the 
other one. 

So that we could reasonably figure that if there would be an ac- 
celerated retirement on the fifth valuation assumptions according to 
the experience then available, that could still be absorbed by the mar- 
gin included in the rates. However, in the sixth valuation report, I 
did not feel that the margin of safety was sufficient to absorb anything 
and that is why I thought that I should show something. 

Senator Kennepy. Thank you, Mr. Niessen, and thank you very 
much, Mr. Harper. 

The subcommittee will meet tomorrow afternoon to continue the 
hearings. 

(Whereupon, at 3: 30 p. m., the subcommittee recessed, to reconvene 
at 2 p.m. Thursday, May 3, 1956.) 
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THURSDAY, MAY 3, 1956 


Unrrep STatTes SENATE, 
SUBCOMMITTEE ON Rati_roap RETIREMENT OF THE 
Com™MITrer oN Lapor AND Pusiic WELFARE. 
Washington, 1D). ¢ 

The subcommittee met at 2 p. m., pursuant to notice, in room P-: 
of the Capitol, Senator John F. Kennedy (chairman of the subcon 
mittee) presiding. 

Present: Senators Kennedy (presiding) and Allott. 

Also present: Stewart E. McClure, staff director; Jolin S. Forsythe. 
general counsel; Michael .J. Bernstein, minority staff director: Mary 
Di Dio, professional staff member. 

Senator Kennepy. The subcommittee will come to order. 

The first witness this afternoon is Mr. Dan T. Smith, Specia 
Assistant to the Secretary of the Treasury in Charge of Tax Policy 
and a former distinguished member of the Harvard Business Schoo! 
faculty. 


STATEMENT OF DAN T. SMITH, SPECIAL ASSISTANT TO THE SECRE- 
TARY OF THE TREASURY IN CHARGE OF TAX POLICY, TREASURY 
DEPARTMENT; ACCOMPANIED BY NATHAN GORDON, ANALYSIS 
STAFF, TREASURY DEPARTMENT 


Mr. Smiru. Thank you, Mr. Chairman. I liave a very brief pre 
pared statement here which I should like to read for the record, and 
then any questions that you or the other members may have I will bx 
glad to answer. 

Is it your pleasure that I proceed with this prepared statement / 

Senator Kennepy. Yes, sir. 

Mr. Smirn. The Treasury Department appreciates the opportunity 
to present its views on S. 3613 and S. 3654 to amend the Railroad 
Retirement Act of 1937. We are concerned over section 5 of these 
bills which excludes employees’ contributions to the railroad retire- 
ment program from both withholding tax and taxable income. 

After the increase in the contribution rate provided by the bills. 
the exclusions would amount to 714 percent of the covered employees’ 
wages. Such exclusions are not permitted under existing law. 

These proposed exclusions would represent a complete departures 
from established principles of Federal income taxation and would 
create a special tax advantage not available to any other group of 
employees in the country. Employee contributions to the railroad 
retirement programs are a form of savings for retirement and othe) 
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contingencies. If savings of railroad employees are excluded from 
taxable income, other groups could be expected to demand comparable 
exclusions for other types of savings for retirement, including 
contributions to the OASI program, private pension plans, and 
annuities. 

Present law already gives considerable relief to people covered by 
the railroad retirement system by completel sateen from taxable 
income all railroad retirement benefits including not only the em- 
rey contribution but also the pany oe contribution and accumu- 

ated interest. If, in addition to the present — of benefits, 
employees’ contributions were weiodell no tax would be paid on the 
income represented by such contributions at any time. 

This would discriminate against other taxpayers including self- 
employed people who are not eligible for any of the tax advantages 
received by employees under employer-financed pension plans and who 
save for retirement out of income that has been subject to income tax. 

The fact that railroads are permitted to deduct their contributions 
to the railroad retirement fund is not in any sense relevant to the 
deductibility or nondeductibility of employees’ contributions, as is 
sometimes claimed. The railroads’ contributions are a business ex- 
pense in the form of indirect commpenantson to employees. 

There is no parallel between the allowance of this deduction of a 
business expense and the proposed exclusion of a part of an indi- 
vidual’s income, which is used by him to finance part of his own 
retirement benefit. 

As a result of the exclusions, the net cost to employees of the pro- 
posed increased contributions into the railroad retirement fund would 
actually be reduced below the present level. The income tax reduc- 
tions resulting from the exclusion generally would be larger than the 
increase from 6.25 to 7.25 percent in employees’ contributions. 

If the contributions were excluded from the first bracket 20 percent 
rate, employees would pay to the railroad retirement program a net 
amount of 5.8 percent imeem compared with 6.25 percent at present. 
The bill would, therefore, shift to the Federal Government and to 
taxpayers generally not only the employee’s share of the cost of the 
proposed increase in benefits but also part of the cost of the existing 
program. 

Despite claims to the contrary, neither British nor Canadian tax 
ractice offers a precedent for the tax treatment provided by the bill. 
n Canada, social security is financed by additional rates imposed 

under general taxes on incomes and sales, and the benefit payments 
are taxable when received. 

In Great Britain, employee’s contributions to social security plans 
are currently deducted but in contrast to the exempt treatment in this 
country the full amount of the pension is taxable when received. 
Neither country permits both a tax deduction or exclusion of contribu- 
tions from income and tax exemption of benefits. 

Exclusions for income invested in specified forms of retirement sav- 
ings would cause very substantial immediate losses in revenue. The 
exclusions of railroad retirement contributions alone would involve 
an annual revenue loss estimated at $70 million. Similar exclusions for 
employee contributions to the social security system would cost $630 
million a year and for employee contributions to both private and 
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Government pension plans, $330 million. The annual cost of all 
these exclusions would exceed $1 billion. 

The revenue loss could run to $2 billion or more if all individuals 
were allowed to exclude up to seven and one-quarter per cent of income 
provided this percentage of income were saved for retirement. 

For these reasons, the Treasury strongly urges this committee to 
act unfavorably on any bill which contains an income tax exclusion 
for employee contributions under the railroad retirement program. 

In this statement I referred only to the tax aspects of the bill. The 
Treasury Department has no position on the other features of the bill. 
This concludes my statement, Mr. Chairman. 

Senator Kennepy. Mr. Smith, in your statement you more or less 
suggest that this is a tax deduction taken by the employers for bene- 
fits for the employees. Actually, of course, it is a system which has 
been accepted by the employers as a cost of doing business, because 
this was one of the demands that the employees made. Is that not 
correct ¢ 

Mr. Seirn. This is in the nature, 1 would say, of the general cate- 
gory of the fringe benefit type of payment for the benefit of the 
employees. 

Senator Kennepy. Would it not be more economical for the em- 
ployees to have a system of having the employer finance the entire 
project, taking that tax deduction, than it would be to have this sys- 
tem where they are obliged to make an equal contribution? Has that 
not become more and more widespread ¢ 

Mr. Smiru. In various industrial systems, there have been some 
changes from the so-called contributory plan to the noncontributory 
plan. A change of that sort, of course, means an increase in the total 
employer’s payments, if the employer assumes an additional expense. 
Therefore, from the standpoint of the employee, it would be con- 
sidered by him as an alternative to a straight wage increase. As to 
which they would prefer, that is a matter of choice for the individuals. 

Now, to answer the question more specifically from a straight tax 
standpoint, there is an advantage to the employee in having defer- 
ment until a later time of the taxable part. As to whether there is a 
net advantage depends of course upon the relative applicable tax rates 
at the present and such future time as the payments might be made. 

Mr. Gordon is here with me to assist in any technical points that I 
might not be familiar with. 

Senator Kennepy. I think your statement is clear. We appreciate 
It. 

Mr. Smirn. Thank you very much, Mr. Chairman. 

Senator Krennepy. The next witness is the Honorable Thomas M. 
Healy, a member of the Railroad Retirement Board. 


STATEMENT OF THOMAS M. HEALY, A MEMBER OF THE RAILROAD 
RETIREMENT BOARD 


Mr. Heany. I believe you gentlemen hold advance copies of my 
statement and, to conserve your time, I will, if entirely satisfactory 
to you, merely present the essential points upon which my recommenda- 
tion covering the proposed increase in benefits is based. 

The Railroad Retirement Act of 1937, to insure the preservation 
of this self-supporting system on a sound basis, requires that the Board 





44 RAILROAD RETIREMENT 


estimate its assets and liabilities at intervals not exceeding 3 years. 
It provides a further safeguard through the compulsory employment 
of an independent Actuarial Valuation Committee charged with the 
responsibility of examining and verifying the accuracy of these 
reports. 

he Board, therefore, in its guardianship of the trust fund is legally, 
and indeed morally, obligated to weigh carefully the findings and 
recommendations iondeaad in these studies. 

Just a few months ago, specifically in December 1955, the chief 
actuary completed the evaluation required by law and placed the net 
level cost of the system at 14.13 percent of taxable payroll versus the 
current assessment of 12.50 percent, indicating an actuarial deficiency 
of $86 million per year. That report contains this warning: 

It is believed that no overlay conservative assumptions have been introduced 
in this valuation so that the liklihood of an understatement of costs appears 
to be greater than an overstatement. 

The independent Actuarial Valuation Committee in certifying to 
the correctness of the methods employed and the accuracy of the find- 
ings, deemed it necessary, in affirming the current deficiency of $86 
million per year, on level cost basis, to emphasize the warning of the 
Board’s chief actuary. 

Studies by our chief actuary reveal that the augmented benefits 
proposed in these bills, despite the additional tax contributions sug- 
gested, will, in fact, increase the present deficiency to $102 million per 
year. 

Accordingly, in your deliberations, I respectfully recommend your 
very earnest consideration of the actuarial appraisals of the status 


of the Railroad Retirement Account so that this system, pioneered 

by railroad people for railroad people, may never fail as was the 

fate of so many other well-intended plans in the history of the past. 
(The prepared statement is as follows :) 


STATEMENT OF THOMAS M. HEAty, MEMBER, RAILROAD RETIREMENT BOARD 


My name is Thomas M. Healy, and I am the management representative on the 
Railroad Retirement Board. Since there are certain differences of opinion 
among us, I appreciate the privilege of offering this separate report. 

Among other things, these bills propose an increase of 15 percent in most of the 
benefit payments under the Railroad Retirement Act, presumably to be offset by 
an additional assessment of 2 percent of taxable payroll earnings to be shared 
equally by employers and the currently active, as well as future, employees. 

It is certainly not my prerogative to comment on the accompanying plan cover- 
ing employee contributions, and it falls within the provinces of others to present 
to you the potential effect of the proposed increased cost on railroad economy. 

The Railroad Retirement Act of 1937, to insure the preservation of this self- 
supporting system on a sound basis, requires that the Board estimate its assets 
and liabilities at intervals not exceeding 3 years. It provides a further safeguard 
through the compulsory employment of an independent Acturial Valuation Com- 
mittee charged with the responsibility of examining and verifying the accuracy 
of these reports. The Board, therefore, in its guardianship of the trust fund is 
legally, and indeed morally, obligated to weigh carefully the findings and rec- 
ommendations developed in these studies. 

In the last report, which includes the laws in effect on December 31, 1955, the 
chief actuary of the Board placed the net level cost at 14.13 percent of payroll, 
indicating an actuarial deficiency (when compared to the 12.50 percent contribu- 
tion) of 1.63 percent, or the equivalent of $86 million per year. That report 
contains this warning: 

“It is believed that no overly conservative assumptions have been introduced 
in this valuation so that the likelihood of an understatement of costs appears to 
be greater than an overstatement.” 
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The independent Acturial Valuation Committee in certifying to the correctness 
of the methods employed and the accuracy of the findings, deemed it necessary 
in affirming the current deficiency of $86 million per year, on level cost basis, t 
emphasize the warning of the Board’s chief actuary. 

And, I believe, for the first time in its history, the three present Members of 
the Board jointly signed, on December 22, 1955, a report manifesting their indi 
vidual concern and recommending careful study by all interested of means for 
the ultimate elimination of this deficiency. 

Studies by our chief actuary reveal that the augmented benefits proposed in 
this bill, despite the additional tax contributions suggested, will, in fact, increase 
the present deficiency to $102 million per year. 

Accordingly, in your deliberations, I respectfully recomment your very earnest 
consideration of the actuarial appraisals of the status of the Railroad Retirement 
account so that this system, pioneered by railroad people for railroad people, may 
never fail as was the fate of so many other well-intended plans in the history of 
the past. 

S. 3616 differs from S. 3654 in that it contains two additional proposals 

One is to clarify the jurisdiction of the Board in matters relating to the 
“disability freeze” provision of the Social Security Act. This proposal will not 
affect the financial condition of the railroad retirement system as determined by 
the last actuarial valuation which took into full account the existence of the 
social security minimum guaranty. 

The other provision merely permits the Board to authorige certain negligible 
expenditures for employee training programs which are in the interest of good 
management. 

The members of the Board are unanimous in their support of these two addi 
tional proposals contained in 8. 3616. 

Senator Kennepy. If this bill were passed into law, it would i: 
crease the deficit yearly by $16 million, is that not correct ¢ 

Mr. Heary. $15,900,000; yes, sir. 

Senator Kennepy. We had a discussion yesterday of whether the 

Senator Kennepy. We had a d yesterday of whet! 
actuary was right in allowing 0.33 percent for accelerated retirement 
due to the increased benefits. 

Mr. Heaty. I think that he is right to this extent, Mr. Chairman. 
In the House, some 30 or 40 bills of the 100 introduced propose to 

’ pro} 
reduce the retirement age to 60. 

Senator Kennepy. But I do not think that the actuary made his 
estimate based on other legislation that might be passed. I think he 
was considering just this legislation. 

Mr. Heary. That is right. 

Senator Kennepy. Now, if the tax were increased enough to cover 
this additional deficit of $14 million, or if it was decided after furthe) 
examination that the estimate of the actuary was perhaps excessive, 
would you then support the bill provided it would not increase the 
deficit beyond the present deficit ¢ 

Mr. Heary. I do not see how I could. In all honesty, I cannot say 
we should increase it. We have a deficiency of $86 million which indi 
‘ates that in the years to come, unless something miraculous occurs, we 
are going to have to increase taxes. 

Senator Kennepy. That is due to actions taken in previous years. 
The point I want to get at is whether you would support the bill if no 
increase in the deficit would result from its passage, would you support 
it under those circumstances ? 

Mr. Hrary. No, sir. 

Senator Kennepy. Then your opposition to the bill is not based on 
an increase in one deficit. Is that correct / 

Mr. Heatry. That is right. 
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Senator Kennepy. That is not the reason ¢ 

Mr. Heary. Not alone. 

Senator Kennepy. What is the reason ¢ 

Mr. Heaty. One reason is that I do not think the additional taxes 
applicable to the railroads are justified in the face of recent increases 
in operating expenses and in the second place, I do not think it is justi- 
fied on the part of the employees. 

Senator Kennepy. That is the amount of benefits. You do not 
think that the employees deserve a 15 percent increase in benefits? 

Mr. Heaty. I might point out to you, Mr. Chairman, that most of 
those who would benefit by it are those who already are on the rolls. 
The current employees, plus those who enter in the future, will bear 
the burden of this additional expense. 

Senator Kennepy. You estimate that additional tax on the rail- 
roads will be 1 percent and due to the corporation tax of 52 percent 
it will be 0.48 percent of the total, is that not correct ? 

Mr. Hearty. That is roughly about $50 million per year. 

Senator Kennepy. After taxes? 

Mr. Heaty. No, that is in total, the gross. 

Senator Kennepy. Then, of course, you pay half of that in taxes. 
That would be only roughly $25 million. 

Mr. Hearty. That is nght. 

Senator Kennepy. You feel that the amount that the employees are 
now getting from this fund is suflicient, in spite of the level of the cost 
of living ? 

Mr. Heary. I think so, in view of the increases that have been 
granted through the amendments of the Retirement Act. 

Senator Kennepy. What is the income of the railroads before 
taxes ? 

Mr. Heaty. I can give it to you if you wait just a minute. 

Senator Kennepy. All right. 

Mr. Heaty. This is an up-to-the-minute release. The net rail- 
way operating income in 1955 was $1,545,000,000 less $417,000,000 for 
Federal income taxes or a net of $1,129,000,000. In 1929, incidentally, 
it was $1,252,000,000, after deducting $89,000,000 for Federal income 
taxes. 

Senator Kennepy. What is the amount of the contribution that the 
carriers make to the retirement fund in dollars ? 

Mr. Heaty. In this fiscal year ? 

Senator Kennepy. Yes. 

Mr. Hearty. About $330 million. 

Senator Kennepy. And this would be an additional $50 million, is 
that correct ? 

Mr. Heaty. Yes, sir. 

Senator Kennepy. I appreciate your testimony, Mr. Healy. 

Mr. Heary. Thank you, sir. 

Senator Kennepy. The next witness will be Mr. Lester P. Schoene, 
representing the Standard Railway Labor Organizations. Do you 
have a statement, Mr. Schoene ? 
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STATEMENT OF LESTER P. SCHOENE, OF THE FIRM OF SCHOENE & 
KRAMER, REPRESENTING THE RAILWAY LABOR EXECUTIVES 
ASSOCIATION AND THE BROTHERHOOD OF LOCOMOTIVE ENGI- 
NEERS, WASHINGTON, D. C. 


Mr. Scuorene. I do not have a prepared statement, Mr. Chairman. 

Senator Kennepy. You have read the testimony or heard the testi- 
mony of Mr.Smith. Have you had an opportunity to read yesterday's 
testimony of Mr. Harper and the actuary. 

Mr. Scuoene. I have heard Mr. Smith’s testimony, and I have had 
oral reports as to the testimony given yesterday. I have not read the 
transcript of yesterday’s testimony. 

Senator Kennepy. Please proceed in whatever manner you think 
best. However, I think the piatnealties would like to have you com- 
ment on two points. That is, first the question of whether the fund 
is sound now, and whether it can afford this $14 million increase or 
$16 million increase, and secondly, whether the enactment of these 
changes in the method of computing taxes would be a precedent for 
social security and other pension funds to which Mr. Smith referred. 

Mr. Scnoenr. I shall comment on those matters in the course of my 
testimony, Mr. Chairman. 

Senator Kennepy. Please proceed. 

Mr. Scuoenr. My name is Lester P. Schoene, and I am a lawyer en- 
gaged in the general practice of law here in Washington D. C., and 
a member of the firm of Schoene & Kramer, with offices at 1625 K 
Street NW. I appear here as counsel for Railway Labor Executives 
Association and for the Brotherhood of Locomotive Engineers. ‘The 
Railway Labor Executives Association, as I] am sure the committee 
knows, is an organization that has been in existence for many years, 
composed of the chief executives of some 21 standard railway labor 
organizations. 

I shall not take the committee’s time to read the list of organizations, 
but I shall hand it to the reporter. That is a list which I would like 
inserted in the record at this point. 

Senator Kennepy. Without objection, it is so ordered. 

(The list is as follows :) 


RAILWAY LABOR EXECUTIVES’ ASSOCIATION 


American Train Dispatchers Association 

Brotherhood of Locomotive Firemen and Enginemen 

Brotherhood of Maintenance of Way Employes 

Brotherhood Railway Carmen of America 

Brotherhood of Railroad Signalmen of America 

Brotherhood of Railway and Steamship Clerks, Freight Handlers, Express and 
Station Employees 

Brotherhood of Railroad Trainmen 

Brotherhood of Sleeping Car Porters 

Hotel and Restaurant Employees and Bartenders International Union 

International Association of Machinists 

International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths 
Forgers and Helpers 

International Brotherhood of Electrical Workers 

International Brotherhood of Firemen and Oilers 

International Organization Masters, Mates and Pilots of America 

National Marine Engineers’ Beneficial Association ~ 

Order of Railway Conductors and Brakemen 
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The Order of Railroad Telegraphers 

Railway Employes’ Department, AFL-CIO 
Railroad Yardmasters of America 

Sheet Metal Workers’ International Association 
Switchmen’s Union of North America 


Mr. Scuorenr. These labor organizations represented in the Rail- 
way Labor Executives Association, together with the Brotherhood of 
Locomotive Engineers for whem I also-speak on this occasion, repre- 
sent virtually all of the railroad employees who are organized in this 
country. The Railway Labor Executives Association sponsored the 
first railroad retirement legislation which was enacted in 1934, and 
again sponsored the legislation enacted in 1935. 

Then they negotiated the agreement with the Association of Ameri- 
can Railroads which resulted in the joint proposal of the 1937 
legislation. 

Virtually all amendments to that legislation that have been adopted 
since that time have been proposed by and met with the approval of 
the Railway Labor Executives Association. The association also has 
sponsored the Railroad Unemployment Insurance Act, and the amend- 
ments that have been made thereto from time to time. 

The association has a standing committee under the chairmanship 
of Mr. George Harrison, the president of the Brotherhood of Railway 
and Steamship Clerks, which devotes constant attention to the prob- 
lems as to the functioning of the railroad retirement and unemploy- 
ment insurance legislation. From time to time that committee has 
recommended to the association that there are certain maladjustments 
in the legislation which require the proposal of legislation. After 
discussion within the association, suitable legislation has been proposed 
from time to time. 

The bill, S. 3616, in support of which I appear this afternoon had 
its genesis in a similar process. It was found that there were mal- 
adjustments, more explicitly a plain inadequacy of the retirement 
benefits now being paid, for those benefits to fulfill their function. 
The committee had to address itself to ways by which that condition 
might be remedied. 

I do not think that I need belabor the point as to the inadequacy 
of the benefits now being paid. I think the very fact that so many 
members of Congress in both Houses have seen fit to introduce bills 
of various sorts providing for the payment of more liberal benefits 
is eloquent testimony of the fact that members of Congress, no less 
than the chief executives of these organizations, are being importuned 
by their constituents as our chief executives are by their members for 
some relief from an intolerable low standard of living that can be 
maintained on the present level of benefits. 

The very maximum benefit now payable is only a little over $167 
a month, and the average is, of course, much less than that. The aver- 
age is only about $110a month. If the retired individual has a spouse 
entitled to spouse’s annuity, she is also entitled to an allowance in 
the amount of one-half of the retired employee’s annuity, but with 
a maximum of $54.80. 

Even with the spouse’s annuity added, it is perfectly apparent that 
people cannot live on those amounts of retirement income. 

Members of Congress know that just as well as we do, and you know 
it from the same sources. As our members are also your constituents 
and they bring their grief to you as well as they do to us. 
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Being confronted with the problem of having to find some means 
of relieving the distress of these retired employees and those who 
are currently retiring, our committee and our association was simul 
taneously confronted with some other serious problems. One is the 
problem of where do you get the money. That is the money to pay 
additional benefits. It has been consistently the position of our asso 
ciation that the railroad retirement account should be kept in a solvent 
and financially sound position. 

We have from time to time recommended legislation which on the 
basis of current actuarial estimates would create an apparent actuarial 
deficit. However, with the very firm conviction that either the events 
of the future would eliminate such an apparent deficit or that some 
future corrective action must be taken. 

In other words, over the long run, and over the period of years, the 
income and outgo from this account must be kept in balance. We 
found ourselves confronted with the latest actuarial valuation of the 
account showing under existing law an apparent deficit of approxi 
mately 1.63 percent of payroll. That is to say the percentage of pay 
roll income is 12144 percent and the estimated level cost in perpetuity 
as shown by the last actuarial valuation was 14.15 percent. 

That apparent deficit was not in and of itself of such an order 
as to cause us to be seriously disturbed. I think, Mr. Chairman, I 
might just as well at this point deal with the subject matter that you 
indicated should be dealt with in your opening comments. 

We have had a great deal of experience with the operation of the 
railroad retirement system. We have come to recognize that actuarial 
science is not magic. Theoretically, according to actuarial figures, one 
should in a system of this sort maintain at all times a perfect balance 
between the estimated level cost and the estimated level income. We 
know, however, that in the period of a few years very radical changes 
can effect our economy. 

As a consequence projections that are made today on the basis of 
anticipated experience in perpetuity may be invalidated within even 
a very few years. 

Our experience in that respect has generally been that within a short 
period of years an apparent deficit in terms of level cost estimates 
made into perpetuity either disappears or diminishes and tends to 
(lisappear. 

Senator Kennepy. That was not true of the sixth valuation. They 
estimated the deficit would be less. Mr. Harper among others had 
expressed the hope previously to the sixth valuation that the deficit 
would be less than it turned out to be. 

Mr. Scuoene. That is correct, in that particular instance we had 
anticipated that by the time the valuation was made there would be 
a diminution in the previously indicated deficit. However, it is still 
true that the indicated deficit in terms of the sixth valuation was less 
than the estimates made in 1951 as to what the cost of the system would 
be upon the enactment of the 1951 amendments. 

Going back to 1946, the current actuarial valuations as of that time 
indicated an apparent deficit of approximately 3 percent of payroll. 
Upon the advice of the then chairman of the Board, Mr. Murray 
Lattimore, the Railway Labor Executives Association in legislation 
then recommended to Congress, included in their proposals an increase 
of taxes of only one-half of the indicated deficit. That is 114 percent 








50 RAILROAD RETIREMENT 


instead of the 3 percent in order to cover the cost of the then present 
system. They aa recommended liberalizations of benefits and ex- 
tensive revisions for which additional money was provided. 

Experience showed that the provision of 114 percent of additional 
money to meet an indicated deficit of 3 percent was adequate. 

Again in 1951—first, let me take the situation in 1948. At that 
point it had been demonstrated or at least experienced to that date 
from 1946 that not only was the 114 percent added in 1946 adequate to 
— care of the indicated deficit of 3 percent. It was more than 
adequate. 

By 1948 the estimates then indicated overfinancing of nearly 1 
percent. In the light of that fact, a 20 percent increase in the benefits 
was proposed, and that, of course, brought about a new indicated 
deficit. It was more than enough to absorb the overfinancing, but 
brought about an indicated deficit of approximately 1 percent. 

By 1951 that apparent deficit had virtually disappeared. It was not 
quite, but almost. Again in 1951, Congress enacted liberalizing 
amendments which brought the cost as then estimated under the legis- 
lation passed to 14.43 percent of payroll. That is as against an income 
of 12.5 percent of payroll. 

We had anticipated in the light of the past experience that that 
indicated cost would again be substantially reduced by the time of 
the sixth actuarial valuation. It was reduced but not as far as our 
anticipations, or let me say our hopes had led us to anticipate it might. 

However, the very fact that it was reduced, that the valuation 
showed 14.13 instead of 14.43, as indicated in the 1951 estimates, is 
again an indication that the trend of past experience has not been 
reversed. It is an indication that the situation is not such an alarming 
one as would be cause for congressional’ attention immediately. 

If we were not confronted at the same time by this tragic inade- 
quacy of benefits, that would be true. Therefore, it was the judgment 
of the association that insofar as the current apparent deficit shown 
by the sixth actuarial valuation was concerned, we were not con- 
fronted with something calling for immediate action. It is a caution 
sign, and one that needs to be observed, but bearing in mind that 
all of those estimates are based on projections into perpetuity, and 
the margin between the indicated cost and the established level of 
income is not so great that anything disastrous is going to happen 
in a few years, we have time to watch that to see whether the trends 
of the past do continue and whether economic events will in and of 
—— diminish or eliminate that particular deficit or indicated 

eficit. 

That is why we did not propose in our recommendations to Con- 
gress this year any specific action directed to that problem. However, 
the existence of that apparent deficit did indicate to us very specifically 
that if we are going to do anything about the inadequacy of benefits 
we must at the same time propose to the Congress means of financing 
any such increased benefits. 

In other words, we would not consider it sound policy to enact 
liberalizing legislation that would have the effect of increasing that 
indicated deficit under the sixth actuarial valuation. 

The bill with respect to which I appear this afternoon was developed 
in the light of those problems. The substance of it indicated by the 
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judgment of the members of our association was worked out in coop- 
eration with members of the House and the chairman of this al 
committee, and the drafting staff of both Houses. 

In order to solve the general problem with which we are con- 
fronted, we developed a tripartite proposal. There is included in 
the bill, S. 3616, a three-part program. The three parts of that are 
inextricably intermingled with each other. There is also included in 
the bill a further objective which I understand to be noncontroversial, 
and primarily of an administrative nature. That is conferring upon 
the Railroad Retirement Board the authority to make so-called dis- 
ability freeze determinations. 

Under the Social Security Act as it now stands, disability annuities 
as such are not payable, but in the event of total and permanent dis- 
ability the Social Security Board has authority to determine that 
that condition exists, and thereby to eliminate from the total elapsed 
time on which benefits are computed the period following the deter- 
mination of total and permanent disability. 

Now, because of the social-security-minimum provisions in the Rail- 
road Retirement Act and the financial interchange provisions between 
the railroad-retirement system and the social-security system, it is 
important to the career railroad employees that they, too, have avail- 
able those disability freeze determinations to protect their rights un- 
der the Social Security Act. 

The provisions of the bill related to that function would simply, 
as I understand them, confer upon the Railroad Retirement Board 
the authority to make those determinations with respect to what I 
call career railroad employees. That is those who have 10 or more 
vears of service in the railroad industry and who will look to the 
railroad-retirement system rather than the social-security system for 
their retirement benefits. 

I think the witnesses for the Railroad Retirement Board have 
already discussed those features of the bill, and unless the members of 
the committee wish me to go into them in more detail I shall not dwell 
on them further, but I will devote the rest of my testimony to the 
portions of the bill that had their genesis and evolution in the thinking 
of the Railway Labor Executives Association and which were brought 
up to meet the specific problem of inadequate benefits with which we 
were confronted. 

The program in its first part consists of what may be generally 
described at a 15-percent increase in the benefits payable. That is 
with certain very important exceptions. The retirement annuities 
computed under the Retirement Act formula are increased as nearly 
15 percent as we could work it out in round figures under the formula. 

think the Retirement Board has estimated that the general effect 
is about 15.1 percent in that formula. Survival benefits computed 
according to the Railroad Retirement Act formula are also increased 
exactly 15 percent. The minimum annuities computed under the 
Railroad Retirement Act formula are also increased 15 percent with 
1 exception. One of the minimums specified in the Railroad Retire- 
ment Act is the average monthly compensation that the individual 
earned while in active service. 

In other words, when other applicable minimums do not establish 
&@ minimum annuity below the average monthly compensation that the 
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employee earned while in active service, his minimum annuity may 
actually be equal to what he earned when in active service. Now, of 
course, that would apply only in the case of very low average earnings. 
We do not propose to increase that minimum. That is anyone who 
is now receiving annuity based on 100 percent of his average monthly 
compensation would not receive any 15 percent increase. 

Now, what I have said thus far with respect to minimum annuities 
relates to the minimum annuity formula contained in the Railroad 
Retirement Act. In addition, there is a general minimum-benefit 
— which guarantees that a beneficiary under the Railroad 

etirement Act will not receive less than he would have received if 
the railroad employment from which the benefit is derived had been 
employment subsequent to the Social Security Act. 

We do not propose any increase in that overall minimum. The 
policy of that provision is simply that one should not suffer from 
having been under the Railroad Retirement Act as against the Social 
Security Act and, therefore, that policy continues to be fulfilled with- 
out the necessity for making the minimum 115 percent of what the 
benefit under social security would be. 

A third exception to the general increase of 15 percent in the amount 
of benefits payable is that we have under the present law a ceiling 
or maximum on the amount of a spouse’s annuity payable, which is 
measured by the maximum amount of a spouse’s annuity payable under 
the Social Security Act in any case in the same month. 

We do not propose to increase that maximum, and in consequence 
spouse’s annuity now payable at the maximum of $54.80 will not be 
increased at all, and thea that are within the range of a 15-percent 
amount below that will be increased less than 15 percent. 

However, with those exceptions, the benefit provisions of the bill: 
provide a 15-percent increase. 

Then we come to the question of where we get the money with which 
to pay for that increase. Well, there is only one place to get it, and 
that is from the employers and the employees in the industry. We 
consequently propose in the bill to increase the rate of contribution 
for both employers and employees by 1 percent of payroll. 

In other words, the contribution which is now 614 percent of pay- 
roll would become 714, percent for each, the employer and the employee. 

That brings me to the question: Is that increased revenue sufficient 
to pay for the increased cost? I think here, Mr. Chairman, I get to 
the second of the subjects that you asked me to include in my discussion. 

There has been testimony presented to the committee indicating that 
the present apparent deficit of 1.63 percent would be increased by the 
addition of 0.3 percent through the enactment of this bill. That is 
to say, while the additional revenue would be 2 percent of payroll, 
testimony has been given to the effect that the additional cost would 
be 2.3 percent of payroll. 

We are very firmly of the opinion that any such estimate represents 
an overstatement of the cost of this bill. We have, from the estimates 
submitted by the actuary for the Railroad Retirement Board, a break- 
down of how that cost of 2.3 percent is arrived at. We have no reliable 
means of reviewing most elements in that cost estimate, but we do find 
included in it an allowance for accelerated retirement of 0.33 percent. 
That allowance, we think, should be eliminated entirely from the 
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estimate. On that subject we feel that we have some competence to 
exercise independent judgment. 

We do not quarrel with the general theoretical assumption that the 
actuaries make, that as retirement benefits are increased there is a 
tendency for people to retire at earlier ages. That is the actuarial 
assumption on which this allowance is based, and as a general actuarial 
theory you cannot quarrel with it. 

However, with respect to its application in any particular factual 
situation, necessarily you have to take account not only of the matter 
of improvement in retirement benefits available, but of a total situa 
tion. That is, all of the factors that influence retirement. That in 
cludes the trend of compensation or earnings available through active 
employment. 

After all, when an individual makes the choice that he is going to 
give up his active service and retire, he is in 1 or 2 circumstances 
Kither he has been disabled through injury or disease or age from con- 
tinuing his employment, in which case he has no actual choice about 
it and he retires out of necessity, or else he is able to continue in his 
employment and to earn the wages of active employment, but he 
makes the choice that he has reached an age where he does not want 
to undergo the physical and mental exertions involved in keeping up 
his employment, and he would prefer to take things easy and make 
a lesser income. 

Now, the difference between what the earnings in active service are 
and what the retirement income that may be expected will be his pri 
mary deciding factor in making that choice in those cases. 

Throughout the industry as Jate as last December we negotiated in- 
creases in rates of pay in all classes of service. ‘They varied somewhat 
from class to class, but for the great bulk of the employees they would 
come to about $25 a month. They ranged upward from there. 

The returns for active service have | just recently been increased by 
$25 a month and upward, and the average increase in the amount of 
available annuity under this bill would be only about $15. Now, when 
almost simultaneously you increase retirement income approximately 
$15 and increase the available earnings from active service by $25, it 
is our very deliberate and considered judgment that you do not accel- 
erate the rate of retirement. 

Also, we have had some experience with this subject. At the time 
the 1951 amendments were under consideration by the Congress the 
actuaries did not see fit in their estimates of cost to allow anything 
for accelerated retirement. I understand that the Board’s actuary 
yesterday testified that it was not necessary to make such an allow 
ance then, because there was a sufficient margin of safety. 

That I do not understand, because the estimate of total cost upon 
the enactment of the bill in 1951 was 14.43 percent. It was a greater 
cost than that shown by the sixth actuarial valuation. However that 
may be, I have before me the Annual Report of the Railroad Retire 
ment Board for the year ended 1955, and I find on page 160 a statis. 
tical table which included, among other things, a column showing with 
respect to full age annuities the immediate and the average age on 
the date on which annuities began. 

That shows that in 1947 the average age was 67.9 years. It remained 
in the same average in 1948. In that year annuities were increased 
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by 20 percent. Nevertheless, in 1949, the average age at the beginning 
date of annuity was still 67.9 years. 

In 1950 the average was 67.8 years, just one-tenth below what it had 
been during the previous years to which I directed attention. 

In 1951 it was up to 68 years. In 1951 there was again a substantial 
increase in the benefit formula but instead of accelerating retirement 
in the following year, 1952, the average age at the beginning date of 
the annuities was 68.2 years. It remained that way in 1953 and in 
1954 it was up to 68.3 years. 

Now, the overall effect since 1945, over which period of time we 
have had successive liberalizations of benefits, has been that the aver- 
age age at the beginning date of the annuity has increased from 67.7 
to 68.2 years. 


Senator Kennepy. Was there a change in the disability annuity in 
1947? 


Mr. Scnornse. There was in the legislation of 1946, which would 
reflect itself in 1947. 

Senator Kennepy. There was some drop in the disability annuity 
age from 60 to 57, and now it is up to 58.5. 

Mr. Scuogene. Prior to 1946, Mr. Chairman, the only annuities 
available were dependent upon total and permanent disability for 
all employment for hire. The 1946 amendments brought in eligibility 
for occupational disability and that made eligible persons who were 
disabled for work in their regular occupations and who would not 
have been totally and permanently disabled under the former stand- 
ard, and that undoubtedly accounts for the drop in the retirement 
age for disability at that time. 

Senator Atxorr. Between 1951 and 1954, was there not a ban on 
dual disability, or dual benefits, rather ¢ 

Mr. Scuoene. There was a restriction on the payment of dual ben- 
efits to this extent: Individuals who had included in their railroad 
retirement annuities credit for service prior to 1937 on which no tax 
was paid were subject to a deduction from their railroad retirement 
annuity in the amount of any social security benefit that they might 
be entitled to, or that portion of the annuity computed on present 
1937 service, whichever was less. 

That, however, Senator, does not alter the fact that the 1951 amend- 
ments overall, and notwithstanding that restriction on the amount of 
dual benefits, constituted a very substantial liberalization in the ben- 
efits payable. In other words, even with that 

Senator Atxorr. I did not say that they did not, and I simply ask 
you the question whether or not they were banned? After I get 
through all of this, I determine that they are, or were during that 
period banned, is that right? 

Mr. Scnoenr. Not banned; subject to a restriction, Senator. That 
is why I had to make my answer as long as it was. 

Senator Axxorr. I do not nag to the group of erudite people 
who can afford to spend time quibbling about a little word. The fact 
is, that the substance of what I said was true. Now, why are you 
quibbling about it ? 

Mr. Scuoene. I am not quibbling about it at all, Senator. I merely 
wanted to make an accurate statement, and the statement that dual 
benefits were banned is not true. 
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Senator Aut.orr. Well then, the statement that you have just made, 
if you will explain to me why it is not true, would you do that! 

Mr. Scuoene. In any case— 

Senator Au.torr. The fact is, as you have stated here, that they 
could not draw social security and their benefits too, is that not right! 

Mr. Scuoene. No, I did not say that. 

Senator At.orr. That is the statement that you have just made, as 
I understood it. 

Mr. Scuoene. No, sir; the statement that I made, Senator, was 
that those individuals—and bear in mind it is only those individuals 
whose annuities were computed in part on the basis of service ren- 
dered prior to 1937 when the service was not subject to tax—it has 
no application to anybody whose service was 1937 and thereafter— 
that those individual whose annuity is computed in part or in whole 
on service prior to 1937 were subject to a deduction in their railroad 
retirement annuity in the amount of whatever social security benefit 
they might be drawing, or in the amount of that portion of their 
railroad retirement annuity that was based on pre-1937 service. 

Senator Auuorr. You can call it anything you want to, but it 
amounts to the same thing, they were not entitled to receive both of 
them. 

Mr. Scuoene. They did receive both of them. 

Senator Atxiorr. I cannot figure out why you quibble about it. I 
try to straighten out a fact, and I cannot understand why you quibble 
about such a matter as that. | 

Mr. Scuoene. Senator 

Senator At.orr. What is the reason behind this? Is there a reason 
for picking up this point and quibbling about it 

Mr. ScHoene. Senator, there is no reason quibbling at all. There 
is no quibbling. I merely want to make accurate statements rather 
than inaccurate ones, and the fact of the matter is that throughout 
that period they did draw dual benefits, and they drew them from the 
social security system, and they drew them from the railroad retire- 
ment system. 

Senator Atiorr. But the retirement was reduced by the amount of 
the social security. 

Mr. Scuoene. In some instances. It was to the extent I have in- 
dicated. I only want to make my statements accurate. 

Senator Krennepy. Perhaps you could continue, so that we can 
conclude your statement, Mr. Schoene. When you finish with this 
point about the soundness or unsoundness of the fund, perhaps you 
can discuss the question of the tax feature of the bill. 

Mr. Scuoene. I am coming to that. I think that I have pretty 
much concluded my discussion as to the matter of costs. I merely 
want to summarize that by saying that in our judgment, and it is a 
deliberate, considered, and responsible judgment, this bill will not 
cost quite as much as the new funds it will raise. It will not sub- 
stantially reduce the currently indicated deficit, but it will do so 
slightly in our judgment. 

It will not increase it. Consequently, in our judgment, any notion 
that a current $86 million deficit is going to be increased to $102 mil- 
lion is wrong. 














56 RAILROAD RETIREMENT 





Senator Atiorr. Now, Mr. Chairman, I wonder if it would save 
time if I asked him some questions about this now rather than after 
he has finished his tax end of it. Is that all right with you? 

Senator Kennepy. Yes. I should like to see whether we can com- 
plete the hearings today. We do have 2 or 3 more witnesses this after- 
noon, but I think the procedure will be fine. 

Senator Atiorr. I will make my questions very brief. 

Senator Kennepy. I think we have to delve into it sometime, so it 
would be desirable to do it now. 

Senator Atiorr. I am confused in my own mind about the position 
which these people are taking. Now, Mr. Schoene, as I recall last 
year when we were working on this matter, we discussed the situation 
of the actuary in this picture, as I recall, to some considerable extent 
because they came in under that question of civil service. Do you 
recall that last year ? 

Mr. Scuorne. Yes. We had some discussion as to that. 

Senator Atiorr. There was some discussion by you at that time, 
and it was the very serious part that actuaries played in this, and 
we all agreed that they were an important part of this. 

Now, I want to read to you from the hearings before this committee 
in the 83d Congress, February 15 to 18, 1954, a statement by Mr. Car- 
roll, which is found on page 124. 

Mr. Scuoener. Mr. Carroll you are quoting ? 

Senator Annorr. I am quoting Mr. Carroll. Mr. Carroll, as I 
understand it, was representative of the Railway Labor Executives 
Association which is one of the two groups that you represent. 

Mr. Scuornr. Yes, Mr. Carroll is the president of the Brotherhood 
of Maintenance of Way Employees and appeared at that time on 
behalf of the association. 

Senator Atxorr. I quote from him as follows: 

The Railway Labor Executives Association for whom I am here speaking has 
a committee that curries on a constant study of the railroad system, and tries 
to take advantage of every opportunity to increase or to broaden the benefits 
of the railroad people, always bearing in mind that we must maintain the actu- 


arial soundness of the system, because it is, and should be a system which is not 
subsidized by the Government, for not even a penny of the expense. 


That isthe end of the quotation. I have taken that out of the middle 
of a paragraph, but there is nothing on either side of it that would 
change the substance of that. 

Do you agree with that statement ? 

Mr. Scuoenr. Yes, I do. 

Senator Atxorr. I understand that was your position last year? 

Mr. Scuoenr. It is this year. 

Senator Atiorr. And it is your position now. 

Mr. Scuoene. Yes. 

Senator AtLorr. Now, there were two letters which were introduced 
yesterday, to the chairman of this committee, by Mr. Kelly, the chair- 
man of the Board, and you could not be here yesterday and so I will 
refer to those briefly again. This is the letter of March 16, and Mr. 
Kelly said: 


Naturally these findings are of serious concern to all of us, and for the first 
time in its history, I believe, the three members of the Board signed on December 
22, 1955, a joint report manifesting this concern and recommending careful study 
by all interested of means for the ultimate elimination of the actuarial deficiency 
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of $86,390,000 per year, estimated by our Chief Actuary 


and confirmed by the 
Actuarial Committee under the requirements of the Act 


(The letter appears in the appendix, p. 81.) 

Senator Auxorr. That is the end of the quotation. Then in his letter 
of April 9, there are further statements in that concerning the cost of 
these, and he said under subparagraph (3) : 

The railroad retirement system cannot absorb the added cost because the 
sixth actuarial valuation of the railroad retirement system shows that the net 


level cost of benefits under the act is 14.13 percent of taxable payroll. Since 


the actual tax rate is only 12.50 percent, the present benefit structure already in- 


volves actuarial deficiency of 1.63 percent of payroll, which is equivalent to about 
$86 million a year on a level basis. The effect of the amendment of the bill would 
be to increase the deficiency to 2.10 percent of payroll or approximately $110 
million a year. 

(The letter appears in the appendix, p. 84.) 

Senator Atuorr. Now, if 1 understand your statement here, your 
statement is that you do not believe that these estimates or findings by 
the actuary of the Board and the Actuarial Committee are correct, and 
your own personal opinion is that it will not be such a severe eXperience. 
Is that correct? 

Mr. Scuorene. I think I would have to qualify that again, Senator. 

Senator Auzorr. All right, you may. 

Mr. Scuoene. So far as the Actuarial Advisory Committee is con- 
cerned, to the best of my knowledge the Actuarial Advisory Commit- 
tee has made no estimate as to the cost of this bill. That is, of the 
benefit provisions in this bill. The actuary of the Board has made 
such an estimate, and he places the cost at 2 .3 percent. 

As I stated in my earlier testimony, most of the elements that go into 
that estimate—— 

Senator At.orr. Pardon me, but is this letter wrong then? He 
says in here that the effect would be to increase it to 2.10 percent. 
Where did he get that figure ? 

Mr. ScnHoene. I take it that that results from something else. Is 
that a different bill ? 

Senator Axtvorr. That is correct, that is on the other bill. 

Now, let me pull out of here this other letter, then. In another letter 
on April 9 to the same person, Senator Hill, I will read from this, 
and this probably brings it up to date: 


The railroad retirement system cannot absorb the added cost because the 
sixth actuarial valuation of the railroad retirement system shows that the 
level cost of benefits under the Act is 14.13. 


That is under the proposed bill here. 


» net 


Since the actual tax rate is only 12.50 percent, the present benefit structure 
already involves an actuarial deficiency of 1.63, which is equivalent to about $86 
million a year on a level basis. 

The effect of the enactment of the bill would be to increase the deficiency to 
3.88 percent of the payroll— 
that isa report on S. 2923— 
or about $216 million on a level basis. 


At any rate, the point I am getting at here is this: It seems to be 
the opinion of the actuaries, as communicated to the committee through 
the chairman of the Railroad Retirement Board, that whereas there is 
an apparent operating deficiency in the fund of $86 million a year at 
the present time, the proposal on S. 3616 would raise it to $102 million. 
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Now I am not trying to quibble, but I did understand it is your 
opinion that this is not true. 

Mr. Scuoene. That is correct. 

Senator Atiorr. Now, I would like to ask you this: What you are 
really doing when you say that, and I know you realize it, is that you 
are substituting your opinion for the opinions of the actuaries and 
placing your opinions squarely in contradiction to the opinion of the 
actuary in that situation. 

Mr. ScHoene. On one element that goes into the actuarial estimate. 

As I indicated in my earlier testimony most of the elements that have 
gone into the computation of the actuary’s estimate are of such a char- 
acter that we cannot possibly subject them to any independent review 
or have any independent judgment about them. But we note that in 
the breakdown of the elements that go into making a total cost estimate 
of 2.3 percent of payroll, there is included an allowance of .33 for 
accelerated retirement. That allowance we believe to have been im- 
properly included. Now, that is not a matter of actuarial science. 
That is a matter of judgment on which practical men with experience 
in the industry are able to exercise as valid a judgment as an actuary. 
I pointed out, also, that our experience since 1947 was that there have 
been repeated liberalizations of benefits. Our experience has been 
that the average at the time an annuity begins has increased. rather 
than decreased as would be the case if the liberalization of benetits 
had brought about an acceleration in the rate of retirement. 

I did state that I have no quarrel with the general actuarial theory. 

Senator Atiorr. Let us straighten out this point. Has the actuary 
for the Board here testified yet ? 

Mr. Scuoenr. I understand he testified yesterday. 

Senator Arnorr. And he stated that the age had nothing to do with 
this, but rather that the ratio and the thing that governed it was 
the number eligible to retire as against those who do retire or as. 
compared with those who do retire. If he is here, and wants to cor- 
rect me in that statement, I would be happy to have him do it. But 
that is as I have it and I could not be here and I had notes taken 
on it. 

Now, all of those things are not just elements of judgment, Mr. 
Schoene. In other words, an actuary has to take into consideration 
probably 1,000 elements and that is the reason he is an actuary and 
that is the reason he is experienced in the field. 

I am sure as a lawyer you recognize that, and what reason would 
we have for disregarding the actuary’s testimony in this, and accept- 
ing yours? 

Mr. Scrrorne. Well, of course, Senator, whose judgment you accept 
is 2 matter of your judgment. I recognize that. 

Senator Atuorr. If it was a matter of law I would be very prone 
to accept yours. 

Mr. Scroenr. Well, thank you, although I am sure that you would 
be capable of making your own judgment on a matter of law that 
would be at least as valid as mine. 

The question of whether in any particular circumstances you will 
accelerate retirement by an improvement in benefits seems to me 2 
matter that has to be judged in the light of all of the surrounding 
circumstances and not by the fact of liberalization in the abstract. 
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Most specitically, 1 have based my judgment on the fact that al- 
most contemporaneously with this proposed increase of an average 
of say $15 in the retirement benefits, we have increased the earnings 
through active service by $25 and upward. 

Now my point is simply that under those circumstances you are not 
likely to accelerate the rate of retirement. 

In confirmation of that judgment in the particular circumstances, 
I have pointed to what the average retirement-age figures reflect. 
1 would agree with the actuary that that is not necessarily a complete 
reflection of whether the rate of retirement has accelerated but it is 
an indication. For example, when the actuary says that what needs 
to be taken into account is the ratio of those retiring to those eligible 
to retire, the factor of age is a very important one. Those individuals 
who have had 10 years of service and are age 65 or over are eligible 
to retire on a full-age annuity, and it was the full-age annuity figures 
that J used. To my mind the average age at time of retirement is 
at least a reflection, even though not a complete reflection of what 
that ratio of eligibles to retirees is. 

Senator Atiorr. I would like to quote to you again from Mr. Car- 
roll’s statement that I referred to a few minutes ago, when he said 
on page 130 of those hearings : 

However, the dual benefit restriction operates as some degree of protection, 
at least to the extent of reducing the incentive for retiring from railroad employ- 
ment and drawing railroad retirement benefits while continuing in the labor 
force covered by the Social Security Act. 

What is the point then, or at what point would this tend to help, 
cause people to retire, if doing away with the ban on both coverages 
would not doit? If that will not do it, what will? 

Mr. Scuoene. Senator, I do not want to rehash the controversy 
over the dual-benefit provision. In part I am precluded from doing 
that because there were differences of opinion among the organizations 
that I am now representing. It would be of some embarrassment to 
me to try to rehash that controversy. At that time some organiza- 
tions who are now members of the association were not members and 
they were promoting the bill to eliminate the duai benefit provision, 
whereas the association was opposing it. 

I think the point that Mr. Carroll was making was that the elimina- 
tion of the dual benefit provision would tend at least to some degree 
to put a premium on people retiring from the railroad industry and 
going into other employment, and thus remaining in the labor force, 
as against people who stayed with the railroad industry and continued 
to contribute to the railroad retirement system and therefore never 
accumulated any benefit rights under the Social Security Act. 

Senator Atxorr. Well, I want to simply point this out, that there 
seems to be no standard. With due respect to what your opinion here 
is, there is no quarrel about the fact that the sixth actuarial report 
says it is now operating at an $86 million deficit, and that if the new 
one was adopted it would operate at $102 million. 

Mr. Scuoene. No, that is not true. The latter part is not included 
in the sixth actuarial valuation. 

Senator Atxorr. It is just a private statement given by the actuary 
to Mr. Kelly. and by him communicated to the chairman of this com- 
mittee, is that it? 

Mr. Scnornr. That is an estimate on this bill, yes. 
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Senator Attorr. To wrap this up further to make it perfectly clear 
that the actuary you are speaking of is the actuary employed by the 
Board and it is no outside actuary or governmental actuary who has 
been imposed upon them, this is their own actuary who has made this 
finding of $86 million and who has made the statement about the other. 
It is not an outside group. 

Mr. Scuoene. That is right. 

Senator AtLorr. Or somebody foistered upon them, but it is their 
own actuary employed and selected by them, is it not? 

Mr. Scuoene. That is correct. 

Senator Atiorr. That is all I wanted to bring out about this thing 
at the present time. I am perfectly willing, Mr. Chairman, to go 
ahead into the tax matter. 

Senator Kennepy. All right, will you proceed. 

Mr. Scuoene. All right, Mr. Chairman. 

That brings me to the third of the three inseparable portions of 
the bill that we have proposed. Railroad employees now pay 6% 
percent of their oma by way of contributions to the Railroad 
Retirement Fund up to $350 per month of taxable wages. That 
compares with 2 percent being paid by the employees under the Social 
Security System. They are paying a relatively very high rate of 
contributions, and they also are receiving overall better protection. 

However, now to increase that rate of contribution without some 
corresponding or offsetting advantage seems to the organizations I 
represent to be asking too much of the active employees. When they 
were considering the problem confronting them they consulted with a 
member of the Actuarial Advisory Committee, the one selected by 


the organizations and nominated ow to serve on the Actuarial 


Advisory Committee, Mr. George Buck, and asked for suggestions 
as to possible approaches to raise additional revenues without over- 
burdening the employees. 

Mr. Buck pointed out to us that in industries covered by the Social 
Security System the tendency in recent years has been very wide- 
spread to provide supplemental industrial pension systems through 
collective bargaining or through unilateral action on the part of em- 
ployers. He pointed out that very markedly in the establishment 
of those systems the tendency was toward the establishment of non- 
contributory systems, namely systems in which the employer pays 
the entire cost, and the conversion of existing contributory systems to 
a noncontributory basis. He pointed out to us that a very important 
incentive for that trend, both for conversion from contributory to 
noncontributory and for the establishment of new systems on a non- 
contributory basis, was the tax situation. 

Corporations under current rates pay a corporate income tax of 52 
percent. Any contribution made by an employer, either to a con- 
tributory or noncontributory pension system is currently deductible 
as an operating expense in the conducting of his operation, and of 
course operates correspondingly to introduce the corporate net income 
and thereby results in an effective tax or an effective contribution after 
taxes of only 40 percent of the amount actually devoted to that subject. 

That would naturally have suggested to us the desirability of putting 
the railroad retirement system on a noncontributory basis, and having 
the entire cost paid by the employing corporations. We are not free 
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to move unilaterally on any such program, and when I say “we are 
not free to move,” I mean not only that we are not Congress and we 
have to go to Congress first, but we have committed ourselves in 
1937 not unilaterally to propose any differentiation from the joint 
division of the costs between employers and employees. That was 
part of the agreement made with the Association of American Rail- 
roads when we agreed upon the 1937 retirement system. 

Now, while I do not conceive it impossible to negotiate a revision 
of that arrangement and I expect the railroads would want a quid 
pro quo for any chan 

Senator Atiorr. I did not hear that. 

Mr. Scnoene. I do not conceive it impossible to negotiate a revision 
of that agreement and I would assume that the railroads would want a 
quid pro quo in any such negotiation. Nevertheless, it would have 
to be a matter of negotiation, and not a matter on which we would be 
free to take unilateral action. I do not conceive it possible to negotiate 
any such revision in time to bring any relief for the present situation 
during the current session of Congress. We consequently had to put 
aside at least for the time being any such approach. But it did occur to 
us, and the more we considered it the sounder it seemed, that it is 
equitable to exclude from the income tax of the employees for income 
tax purposes and for withholding tax purposes the amount of their 
wages that are deducted and never actually realized in cash by them, 
and devoted to the payment into the Railroad Retirement Account. 
It is in every practical account an expense of doing business. The 
employee has no choice about whether he is going to make these sav- 
ings and it is a requirement, and a condition of employment in the 
industry that those deductions be made, and the individual does not 
currently realize in cash any return of any portion of that wage. Yet 
at the present time, it is included in his income for income-tax 
purposes. 

Now, there are other similar charges that are an expense of doing 
business in the industry. They are deductible from income. For 
example, there is union dues, and they are recognized as a legitimate 
deduction from the income of the employee in computing his income 
tax. We have in recent years negotiated a great many union shop 
agreements in the industry by which it has become a condition of the 
individual’s employment that within 60 days of the time he is em- 
ployed or within 60 days after the agreement goes into effect he is 
required to become a member and maintain membership in the union 
representing his craft or class. The dues that he has to pay to the 
union are considered an expense of his employment, and they are 
deducted. 

Both in England and in Canada provision is made for the de- 
ductibility of those contributions made to the retirement system by 
the employees. Mr. Smith, representing the Treasury Department, 
said that neither England nor Canada afforded a complete precedent 
and that is true in the sense that neither England nor Canada ex- 
empts from current income the contributions that are made and also 
exempts the benefits at the time they are received from income. But 
it is my understanding of both the cssdion and the British tax laws 
that the contributions are eliminated from taxable income at the time 
they are made. 
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Senator Kennepy. Is that true in the case of Great Britain? When 
the money is disbursed, is it not taxable # 

Mr. Scuoene. That is my understanding, that it is, and in that 
respect our system differs in that the annuities are themselves also tax 
exempt. 

In any event, however, and irrespective of precedents in other coun- 
tries, we have here in the railroad retirement system a unique kind 
of system. In other industries the Social Security Act furnishes the 
broad basic social security protection and any supplemental benefits, 
and they have become very widespread, are established either by action 
of the employer or by collective bargaining negotiations. As I have 
already indicated, when such benefit systems are established upon a 
non-contributory basis, 52 percent is reflected in income tax savings in 
the corporate income tax. 

We have here in a very real sense a combination of the basic social- 
security protection and a supplemental industrial pension system all 
wrapped up in one system. The reason I say that is that through our 
social security minimum, and through our social security finacial in- 
terchange provisions, and through the interchange of benefit rights, 
as between the social-security system and the railroad retirement sys- 
tem we have achieved in this system the basic social security protec- 
tion for railroad employees and have superimposed upon it what is 
really an industrial pension system designed to meet the pension and 
retirement needs of the railroad industry. 

It is for that reason that I feel, and I think this is another matter, 
Mr. Chairman, that you wanted my particular comment on, that the 
enactment of this particular provision excluding railroad retirement 
contributions from income for income tax purposes is not a precedent 
for doing the same thing under the social-security system or under 
any other pension system. 

Senator Kennepy. We do have three more witnesses, and we want 
to hear them today. Could you tell me briefly why a precedent for 
exempting social security is not established if the railroad retirement 
contributions are exempted from taxation ¢ 

Mr. Scuoene. It was the point I was just making, Mr. Chairman, 
that in industries covered by social security very generally you have 
the social-security system as providing the basic social insurance, 
which in very widespread fashion is supplemented by an industrial 
pension system. 

Senator Kennepy. Your point is that the justification for treating 
this fund differently than social security is that frequently in industry 
the social security 1s supported by a private pension fund which does 
enjoy aspecial tax status. Is that the only justification ? 

Mr. Scnoene. That is, I would say, the major justification for dis- 
tinguishing between the two. I am not saying that you would not 
be warranted in making the same kind of provision under social se- 
curity, but what I am saying is that if that is warranted, a case for 
it would have to be made on its own merits and not simply by saying 
that there is a precedent for this under railroad retirement. Because 
this is a unique system which combines both basic social insurance with 
the industrial pension systems and the industrial pension systems in 
other indutries do enjoy a special tax status that is not available to us. 

Senator Kennepy. I do not want to cut you short, because as I said 
before, I think this is extremely important. I wonder if it would be 
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agreeable with the subcommittee if we could get a letter or memoran 
dum from you amplifying your remarks on this point, because I know 
I am cutting into your statement and it is vital on this bill. 

Mr. Scuorner. I would be very glad to do that, Mr. Chairman. | 
cannot do it probably for the next w reek because I am engaged in trying 
an arbitration at the moment. 

Senator Kennepy. I have just one more question. If the tax ex- 
emption section, which has to be considered by the House Ways and 
Means Committee is eliminated from the bill and only increased bene 
fits are provided along with an increased tax, would the organization 
which you represent here still support the bill / 

Mr. ScHoenr. We would not. We do not feel that we can either 
increase the benefits without raising the money, or raise the money 
without this offsetting advantage. 

Senator Kennepy. That is fine. I want to thank you for coming 
because your testimony is especially valuable. 

Senator Atuorr. I think that that is all. 

Senator Kennepy. Thank you. 

Mr. Scuorenr. Thank you very much. 

(A supplemental statement by Mr. Schoene follows :) 


SCHOENE & KRAMER, 
Washington, D. C.. May 18, 1956 
Hon. Joun F. KeENNeEpy, 
Chairman, Subcommittee on Railroad Retirement, 
Committee on Labor and Public Welfare, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR KENNEDY: When I appeared before your subcommittee at the 
hearings on S. 3616, it became necessary to abbreviate the latter part of my 
statement in order to permit the subcommittee to hear other waiting witnesses, 
and I was invited to submit a supplemental statement in writing particularly 
directed to the point of whether the provisions of section 5 of the bill, which 
would exclude the employee railroad retirement taxes from gross income for 
income-tax purposes, would constitute a precedent for extending the same policy 
to employee contributions to other retirement systems and more especially to 
social-security taxes. 

It is not my purpose to establish whether or not there would be merit in a 
proposal to exclude social-security taxes from income for income-tax purposes. 
My point is that any such proposal would have to be considered on its own 
merits and could not be supported merely by the precedent that would be created 
by the enactment of section 5 of S. 3616. 

It is true that one of the considerations which I have urged in support of 
section 5 of 8. 3616 would be equally applicable to social-security taxes, namely, 
the inequity of treating as current income for income-tax purposes that portion 
of the wage which is withheld to meet another Federal tax levied upon the 
employee as a condition of his employment and which portion of the wage is 
never at the disposal of the employee. I have, however, placed primary emphasis 
upon other considerations with respect to which the situation of railroad em 
ployees is entirely different from that of employees subject to the Social Security 
Act. Under those considerations, section 5 of the bill would extend in small part 
to railroad employees tax treatment comparable in effect to advantages already 
accruing to very large numbers of employees subject to the Social Security Act 
in other major industries. 

I stated in my testimony that the railroad-retirement system combines in a 
single system the basic protection of the general social-security system together 
with a supplemental industrial-pension system. I know of no other sys‘em that 
has this characteristic and I should like to explain it in more detail. 

The provisions of the Railroad Retirement Act extend to railroad employees 
as basic benefits all the benefits of the Social Security Act. Noncareer railroad 
employees (those who at death or retirement have less than 10 years of railroad 
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service) are credited under the Social Security Act with their railroad service 
and the benefits paid under the Social Security Act. With respect to survivor 
benefits, railroad employment and social security employment are combined 
and a single benefit is paid under the Social Security Act to the survivors of 
employees who at death have less than 10 years of service or who, if they have 
more than 10 years of service, are not currently connected with the railroad 
industry at the time of their death. All benefits paid under the Railroad Re- 
tirement Act are subject to a minimum guaranty that the railroad retirement 
benefit shall in no case be less than the benefit or additional benefit that the 
employee would have been entitled to receive under the Social Security Act had 
his railroad employment been covered by the Social Security Act. There is a 
similar relationship with respect to financing the costs of this basic protection. 
Annual adjustments are made between the two systems by which the social- 
security system is credited with the equivalent of social-security taxes on rail- 
road employment and is charged with the equivalent of the additional cost 
that would have been incurred in the payment of benefits had railroad employ- 
ment been subject to the Social Security Act. 

From what has been said in the preceding paragraph, it is apparent that the 
Railroad Retirement Act fulfills the same social purpose in the railroad industry 
that the Social Security Act does in other industries. If this were all, it might 
well be said that this establishes that section 5 would be a clear precedent for 
extending the same tax treatment to social-security taxes. But the railroad- 
retirement system is much more; it is primarily and predominantly an industrial- 
pension system designed to meet the retirement problems of career railroad 
employees. As early as the 1880's railroads began establishing retirement 
pension plans for their employees and by the 1920's the existence of such plans 
had become virtually a universal feature of railroad employment. The prospect 
of a reasonable income after retirement was one of the inducements to employees 
to make railroading a career. However, with the advent of the depression, these 
pension plans got into financial difficulties and pension payments were cut, gen- 
erally about 10 percent but in some instances more. It thus became apparent 
that the old-age security that had been relied upon was illusory. 

Efforts to establish a sound national railroad-retirement system by law began 
as early as 1932, well before the social-security system was under consideration, 
and culminated in the enactment of the Railroad Retirement Act of 1934. Con- 
stitutional litigation deferred until 1937 the establishment of an effective and 
enduring system, but the system then established bore no resemblance to the 
Social Security Act; it was strictly an industrial-pension system designed to 
meet the needs of the particular industry in light of the pension history of that 
industry. Although it has been recognized in succeeding years that the rail- 
road industry cannot be excluded from application of the social policy expressed 
in the Social Security Act, particularly with respect to providing for survivors 
of employees who die before reaching retirement age, and consequently the Rail- 
road Retirement Act has been amended from time to time to include application 
to the railroad industry of the basic national social-insurance policy, it never- 
theless retains its original character of being primarily and predominantly an 
industrial pension system supplementing social-insurance benefits. Some meas- 
ure of the preponderance of this feature of the system can be obtained by com- 
paring the level of social-security taxes and railroad-retirement taxes. The com- 
bined employer and employee social-security tax is currently 4 percent of tax- 
able wages; the railroad-retirement tax is 12% percent. It is proper to con- 
clude from this comparison that the railroad-retirement system is slightly less 
than one-third a social-insurance system and slightly over two-thirds a supple- 
mental industrial-pension system. 

Other major industries very generally also have supplemental industrial-pen- 
sion systems but in different form. Such systems have been set up both through 
collective bargaining and through voluntary action of employers. The level of 
corporate income taxes has operated as an important inducement to setting 
such plans up on the basis of the employer paying the entire cost. In recent years 
there has been a very decided tendency not only to the establishment of new 
plans on this basis but to the conversion of plans previously established on a 
contributory basis to a noncontributory basis. The employer is permitted to 
charge his payments to meeting the full cost of such supplemental pensions as 
a business expense and thus to reduce corporate income which would otherwise 
be taxable at 52 percent. In other words, the actual net cost to the employer of 
such payments is only 48 percent of what is actually paid, since the other 52 
percent would be taken by the Government if it were not put aside for the benefit 
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of the employees. Although it is the employer who realizes the tax saving in the 
first instance, the benefit inures to the employees since the tax saving enables 
the employer to make more adequate provision for the employees at less net 
cost to the stockholders. 

It thus appears that employees who are covered by the social-security and non- 
contributory industrial-pension systems are already getting the advantage of 
more favorable tax treatment than section 5 of S. 3616 would provide to rail- 
road employees. In effect the Government is contributing 52 percent of the 
cost of their supplemental pensions. Of course, this condition does not prevail 
universally with respect to social-security employment, but it is widely prevalent 
in major industries and is rapidly becoming more and more widespread. The 
prevalence of this condition makes the question of whether employee social- 
security taxes should be excluded from income for income-tax purposes an en- 
tirely different question, dependent upon entirely different considerations, from 
the question whether railroad-retirement taxes should be so excluded. That 
is why I say that the enactment of section 5 of S. 3616 is in no way a precedent 
for extending the same treatment to social-security taxes or to any other 
retirement or pension systems. 

The foregoing discussion may suggest that section 5 of S. 3616 would never- 
theless be a precedent for the exclusion of social-security taxes from income 
unless railroad employees were required to continue to include as income such 
portion of the railroad-retirement taxes as would be equivalent to social-security 
taxes. But no such suggestion is warranted. In order to compare the ad- 
vantageous effect of the present tax structure upon employees in other industries 
with the advantages proposed to be conferred upon railroad employees by section 
5 of S. 3616 the total cost to the employee of equivalent benefits must be used as 
the basis of comparison. To make such a comparison, let us assume an employee 
who is covered both by social security and by a supplemental nonconftributory 
industrial-pension system, which in combination provide exactly the same bene- 
fits as the Railroad Retirement Act. Such an employee would pay at current 
rates 2 percent of taxable wages in social-security taxes and the income tax 
thereon in the 20 percent bracket would be 0.4 percent, or a total cost in combined 
social-security taxes and income taxes thereon of 2.4 percent of taxable wages. 
That would be the full measure of the cost to him of benefits equal to those 
provided under the Railroad Retirement Act. The railroad employee, on the 
other hand, would, under 8S. 3616, pay 7.25 percent of taxable wages for the 
same benefits notwithstanding the fact that section 5 would relieve him from 
paying income taxes on any part of the railroad-retirement taxes in addition 
thereto. This results from the fact that at present corporate income tax levels 
the Government is in effect contributing 52 percent of the cost of the supplemental 
pensions of the nonrailroad employees. 

The Treasury Department has objected to section 5 of S. 3616 both on grounds 
of loss of revenue pursuant to the bill itself and more seriously on grounds 
of the much larger losses in revenue that would result from the presumed exten- 
sion of the same treatment to other public and private retirement plans. In view 
of what has been said above concerning the irrelevance of section 5 as a prece- 
dent for like action with respect to social-security taxes we do not feel that con- 
sideration of prospective revenue losses from any such prospective extension is 
a pertinent consideration. 

The direct revenue losses from section 5 itself are estimated by the Treasury 
Department at $70 million per year. Such an estimate could be arrived at only 
on the assumption that substantially all railroad employees are now paying 
income taxes at least in the 20 percent bracket and on taxable income at least 
equal to the amount of their railroad-retirement taxes, These assumptions are 
unfounded. Many thousands of railroad employees work at the minimum wage 
rates for the industry and many such employees are not fully employed through- 
out the year. An employee working at the present minimum rates for the indus- 
try even if fully employed thronghout the vear would earn approximately $3,200. 
If such an employee has a wife and three children (certainly not an uncommon 
situation) his exemptions together with normal deductions would be such as to 
result in no tax being payable. If he is not fully employed throughout the year 
he would probably not be subject to tax even if his family is smaller, and if his 
family is larger he might well not be subject to tax even if his income exceeds 
$3,200 per year. We have been unable to find any way of estimating the number 
of railroad employees who are not now liable to any income taxes and with re- 
spect to whom the Government would therefore lose no revenues under section 5 
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of the bill. All we can say is that we know there must be very many such em- 
ployees and that the Treasury Department’s estimate is therefore grossly ex- 
cessive. 

However, even the amount estimated by the Treasury Department is not a 
significant amount when considered in relation to total Government revenues 
and expenditures. It is not of such magnitude as to cause any concern as to 
the Government's financial position. The Joint Committee on the Economic 
Report of the President has recently estimated that the Federal budget will show 
a surplus of $2 billion for the current fiscal year. 

Furthermore, a minor loss of revenue should not be an important consideration 
if the proposal is otherwise meritorious as a matter of policy. The railway labor 
organizations are at present precluded by an agreement made with the Associa- 
tion of American Railroads in 1937 from unilaterally proposing to Congress that 
the financing of the railroad retirement system be put on a noncontributory basis. 
It is, however, not inconceivable, in view of the present level of corporate income 
taxes, that a revision of this agreement could be negotiated resulting in a joint 
labor-management proposal for noncontributory financing. A major deterrent 
to the pursuit of that possibility is the fact that obviously that course could not 
result in action to increase benefits during the present session of Congress and 
relief by way of increased benefits is urgently needed. Let us suppose, however, 
by way of hypothesis, that at some time such a joint proposal should be nego- 
tiated. Certainly it cannot be supposed that under those circumstances a legiti- 
mate objection could be made on the ground that the Government would lose 
revenues as a result. Yet the loss of Government revenues under such an ar- 
rangement would far exceed the loss that will result from the enactment of sec- 
tion 5 of S. 3616. As previously pointed out, the Government would lose nothing 
under section 5 in the many thousands of cases where employees are not now pay- 
ing income taxes. The generally applicable bracket as to those who are now 
subject to income taxes would be 20 percent. Consequently, section 5 would 
seldom result in a revenue loss of more than 20 percent of 7.25 percent of taxable 
wages, or 1.45 percent. Under a noncontributory system, on the other hand, the 
earriers would be paying an additional 7.25 percent of taxable wages, that entire 
amount would in virtually all cases be an additional operating expense which 
would reduce the corporate income subject to the 52 percent tax correspondingly. 
The result would be a loss of revenue to the Government of 3.77 percent of taxable 
wages in virtually all cases as against a loss of 1.45 percent in some cases under 
section 5 of the bill. 

In view of the considerations outlined herein we cannot feel that there is any 
legitimate objection to section 5 of the bill either on the ground of loss of Govern- 
ment revenue or by reason of its operation as a precedent for further action that 
would result in more substantial losses. 

I appreciate the courtesy of the subcommittee in extending me the oppor- 
tunity to file this further statement and request that it be incorporated in the 
record of the hearings at the end of my oral testimony. 

Respectfully submitted. 


LESTER P. SCHOENE. 
Senator Kennepy. We have Mr. Gerald D. Finney and Mr. J. 
Elmer Monroe. Mr. Finney is Assistant General Solicitor of the 
American Association of American Railroads, and Mr. J. Elmer Mon- 
roe is vice president and director of the Bureau of Railway Economics 
of the Association of American Railroads. 


STATEMENT OF GERALD D. FINNEY, ASSISTANT GENERAL SOLICI- 
TOR, ASSOCIATION OF AMERICAN RAILROADS 


Mr. Finney. Mr. Chairman and Senator Allott, my name is 
Gerald D. Finney, and I appear here for the Association of 
American Railroads, of which I am assistant general solicitor. The 
association is a voluntary association of railroads including in its 
membership railroads operating over 95 percent of the railroad mile- 
age and having operating revenues of approximately 95 percent of 


the total railroad operating revenues of all railroads in the United 
States. 
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The telegram of Apr il 27, 195 6, giv ing notice of these hear ings, mM 
vited testimony on S. 3616 and S. 3654. _ The two bills are practically 
identical, their only difference being that S. 3616 contains two provi 
sions not found in S. 3654, one provision dealing with the so-called 
“disability freeze,” and the other providing expenses, tuition, and 
salaries for employees designated by the Railroad Retirement Board 
to attend courses of training. The railroads take no position with 
respect to those provisions and | accordingly my statement, which deals 
w ith S. 3654, applies as well to S. 3616. 

IT should say at this point that S. 38654 is identic al with H. R. 9065, 
introduced by Congressman Harris of Arkansas, a bill which was 
the subject of hearings 1 in March of this vear before a subcommittee 
of the House Committee on Interstate and Foreign Commerce. Thus 
far the House committee has not reported the bill. 

Before proceeding to discuss the provisions of S. 3654, it seems to 
me that one important fact should be mentioned. The group of per 
sons for which additional benefits would be provided is a group that 
is the railroad worker and his family, whose benefits are already 
much more liberal than those available to the group covered by the 
social security system. Any increase in railroad benefits would fur- 
ther increase the spread between the railroad retirement system cover- 
ing abeut one million workers and the social security system covering 
0 times that many employees. 

As we have said many times to your committee and we here say 
again, the position of the railroads with respect to proposals to liberal 
ize benetits under the railroad retirement system is: first, that the rail- 
roads are opposed to any increase in taxation to support the railroad 
retirement system, either directly through an increase in the rate of 
tax or indirectly through an increase in the taxable compensation 
base: and second, that the railroads believe that the railroad retire- 
ment system should be maintained on a sound financial basis, 1. e., that 
the cost of paying the benefits under that system should not exceed 
the revenues of the system. 

S. 2654 would amend the Railroad Retirement Act by providing, 
as has been said before, in general a 15 percent increase in annuities 
paid under the act and at the same time would increase the payroll 
taxes paid to support the railroad retirement system from 1214 per- 
cent to 14% percent, one-half, of course, of this amount being paid 
by the employee and the other half by his employer. 

The railroads now pay 614 percent of their taxable payroll in sup- 
pert of the retirement system. Under fhe bill, they would immedi- 
ately be called upon to pay 714 percent. This 1 percent increase, ac- 
cording to the Railroad Retirement Board’s actuaries, would on a 
level basis over the years, amount to $53 million annually. Em- 
ployees, of course, would be required to pay the same ad litional tax 
on their compensation. In the view of the railroads, there can be no 
possible justification for increasing railroad payroll taxes for re- 
tirement purposes when such taxes are already far greater than taxes 
paid for the same purposes by industries ¢ overed by the social security 
systen:. As I have said, the railroad tax rate is now 614 percent. 
The tax rate currently paid by other industry is only 2 percent and 
at its maximum, not to be reached until 1975, will be only t percent. 
In other words, at the present time other industries, including those 
such as motor-trucks and airlines which are in direct competition with 
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the railroads, are paying less than one-third as much tax as the rail- 
roads are paying for retirement and survivor benefits, and even after 
their tax reaches its highest point, they will be paying less than two- 
thirds the amount railroads are now paying. 

It should be borne in mind that the impact of the railroad retirement 
payroll taxes upon the railroad charges to the public is entirely out 
of line with the impact of other industries’ social security taxes upon 
the price of their products. This is due not only to the fact that the 
railroads pay much higher taxes, but also to the fact that in the rail- 
road industry the payroll cost is a much larger part of the gross income 
than in the case of industry generally. In 1954 the railroad payroll 
was 51.8 percent of gross revenues from charges for service (Computed 
from Reports of the Interstate Commerce Commission). For all 
manufacturing industries, the payroll was 23.5 percent of the sale 
price of their products (Computed from Reports of the U. S. Depart- 
ment of Commerce). Thus, the manufacturing industries’ social 
security payroll tax of 2 percent was .47 percent of the price of their 
products. In sharp contrast, the railroad retirement payroll tax of 
614, percent was 3.24 percent of the price of railroad services, or about 
7 times as much as in the case of manufacturing industries. 

Mr. Monroe will deal in some detail with the financial situation of 
the railroads. However, I would like to point out that railroad earn- 
ings at the present time and in recent years have been highly unsatis- 
factory despite relatively high levels of traffic. 

During the 5-year period 1951-1955, the annual rate of return earned 
by class 1 railroads on their net investment was only 3.92 percent. 
This unsatisfactory condition is not a recent development. The rail- 
roads have been very low earners for a very long time. Their average 
return on net investment for the 30-year period 1926-1955 was only 
3.62 percent. 

Other industries have been much more fortunate. During the 5-year 
period 1951-55, according to figures published by the First National 
City Bank of New York, manufacturing industries on an average have 
earned an annual return of 13.3 percent on their net assets. On the 
same basis and for the same period, the railroads have earned an 
annual return of only 5.2 percent. 

Mr. Monroe will, as I have said, discuss the financial situation of 
the railroads. I merely wish to point out that in recent years, not- 
withstanding the Nation’s seaman high level of prosperity, railroad 
earnings have been wholly inadequate. 

As I stated earlier, S. 3654 increases expenditures of the railroad 
retirement system by providing an increase of 15 percent in most of 
the benefits and at the same time provides additional revenues by in- 
creasing the tax rate by 2 percent, 1 percent to be paid by the railroads 
and 1 percent to be paid by the employees. 

In any consideration of a bill which increases the costs of the rail- 
road retirement system there must be borne in mind the results of the 
Sixth Actuarial Valuation of Assets and Liabilities under the Railroad 
Retirement Act, made by the Railroad Retirement Board and ap- 
proved by the Actuarial Advisory Committee in accordance with the 
provisions of the Railroad Retirement Act. The statement by the 
Actuarial Advisory Committee approving the Sixth Valuation is dated 
as recently as December 20, 1955. This valuation shows that the net 
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level cost of the railroad retirement system as it now stands is 14.13 
percent of an estimated level taxable payroll of $5.3 billion, or 1.63 
percent greater than the present tax income which is 12.5 percent of 
that payroll. The 1.63 percent of the $5.3 billion payroll means that 
the actuaries report that the railroad retirement system is operating at 
a deficit of more than $86 million a year. Additionally, both the 
Board’s actuary and the Actuarial Advisory Committee take the view 
that if the $86 million deficit figure is incorrect it is likely to be too 
small rather than too large. The actuary’s report says: 

It is believed that no overly conservative assumptions have been introduced 


in this vauation so that the likelihood of an understatement of costs appears 
to be greater than that of an overstatement. 


The Actuarial Advisory Committee said in its statement: 


The assumptions used are believed to be appropriate although they probably 
tend to understate rather than to overstate the contributions needed. 

In a statement by the Railroad Retirement Board dated December 
22, 1955, in which it commented on the Sixth Actuarial Valuation, 
the Board unanimously had the following to say regarding the present 
deficit : 


The Board is concerned about the excess of level costs over the annual tax rate 
of 12.5 percent. This excess, called the actuarial deficiency, is 1.63 percent of 


payroll (14.13 minus 12.50) or about $86 million a year on a level basis. While 
this deficiency is not immediately dangerous, means for its ultimate elimination 
should be carefully studied by all concerned. 

S. 3654 adds to the costs of the railroad retirement system by 
increasing benefits and at the same time, adds to the railroad retire- 
ment account by providing increased taxes. What, then, would the 
increased expenditures and increased income amount to? Basing his 
estimates on the figures contained in the Sixth Valuation, the chief 
actuary of the Board has estimated that S. 3654 would involve an 
additional cost of 2.30 percent of taxable payroll. On the basis of a 
$5.3 billion annual taxable payroll, the additional cost would amount 
to $121.9 million a year. The additional income provided in the bill 
would be 2 percent of the same payroll, or $106 million a year. In 
other words, the bill costs practically $122 million a year and addi- 
tional revenues provided in the bill total $106 million a year, or about 
$16 million less than is necessary to pay the added costs. Thus, if 
S. 3654 were enacted, the deficit of 1.63 percent of payroll or $86 
million a year, would be increased to 1.93 percent of payroll, or about 
$102 million a year. 

The railroads, of course, have a vital interest in maintaining the 
soundness of the railroad retirement fund. From their view the 
existing deficit of $86 million a year is extremely dangerous for it is 
obvious that if it is not sharply reduced, the fund will necessarily be 
depleted and the system will go bankrupt. In this situation, the rail- 
roads submit that there can be no justification whatsoever for piling 
another substantial deficit on top of the already tremendous deficit. 

Increasing the deficit runs directly counter to the recently ex- 
pressed view of the Railroad Retirement Board that careful study 
should be made of the deficiency of $86 million a year in order to 
bring about its elimination. Further, in view of statements made 
in the past by representatives of the standard railroad labor unions, 
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it is difficult to understand the logic behind their urging passage of 
a bill which would bring the deficit to almost 2 percent of payroll. 

Over the years the brotherhood representatives have argued that a 
deficit of 1 percent is a safe margin within which to operate. They 
have taken that position because they allege that experience has demon- 
strated that actuaries are apt to err on the caution side and because 
experience has further indicated that there is not any real danger in 
going into a deficit figure of up to 1 percent. 

The railroads have disagreed, submitting that there is just as much 
likelihood that in the event of an error, it will be made on the liberal 
side, and that experience may well show that the fund is worse off 
than the actuarial estimate indicates it will be. In the June 1954 
hearings before the House Committee on Interstate and Foreign Com- 
merce on a large number of bills to amend the Railroad Retirement 
Act, Executive Secretary A. E. Lyon of the R. L. E. A., who appeared 
on behalf of the standard railway labor unions, said during a discus- 
sion of the 1 percent deficit theory, that the estimated deficiency of 
0.94—at that time—was not too serious a matter and that in view of 
the fact that a review of the situation was made on an average of every 
2 or 3 years and if we hold the fundamental philosophy of the system, 
and will be alert about it and intelligent about it, there need not be any 
worry about that kind of deficiency in his opinion. Chairman Priest 
of the House Committee than asked Mr. Lyon if the deficiency went 
beyond the 1 percent whether he would consider that as somewhat 
risky. Mr. Lyon replied: “I think so; yes, sir.” (See page 129 of the 
printed hearings.) If the labor representatives are consistent in their 
position, it would seem that they would now feel that the existing 
deficit of 1.63 percent is extremely risky and it would further seem 
that they could not advocate favorable consideration of legislation 
which would increase the deficit to approximately twice the 1 percent 
figure; or what, as late as 1954, they considered to be the maximum 
deficit which could be incurred without undue risk. 

To summarize, $. 3654 would increase by 15 percent annuities for 
employees and survivors who already are receiving annuities consider- 
ably greater than those received by persons covered by the general 
social security system; it would impose a very substantial increase on 
the railroads’ payroll taxes for retirement purposes when such taxes 
are already much larger than similar taxes paid by other industry; 
such additional taxes would be imposed at a time when the railroads 
are in no position to pay them; and the added taxes provided in S. 
3654 would not pay for the benefits provided in the bill with the result 
that the very large existing deficit in the retirement fund would be 
increased materially. In view of these facts, it is the position of the 
‘ailroad industry that your committee should not give favorable con- 
sideration to S. 3654. 

That concludes my statement, Mr. Chairman. 

Mr. Monroe, as I have said in my prepared statement, is prepared 
to discuss the financial situation of the railroad industry. 

Senator Kennepy. I thought your statement was very clear and 
concise. Perhaps Mr. Monroe could proceed and then the subcom- 
mittee could ask questions later. 
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STATEMENT OF J. ELMER MONROE, VICE PRESIDENT OF THE ASSO- 
CIATION OF AMERICAN RAILROADS AND DIRECTOR OF THE 
BUREAU OF RAILWAY ECONOMICS, WASHINGTON, D. C. 


Mr. Monror. My name is J. Elmer Monroe, and I am Vice President 
of the Association of American Railroads and Director of the Bureau 
of Railway Economics, with offices in the Transportation Building, 
Washington, D. C. I appear here on behalf of the member lines of 
the association. 

The railroad industry constitutes one of the great industrial enter- 
prises in the United States. By the very nature of its product—mass 
transportation services—the industry is deeply imbedded in the public 
interest. Yet, the well-being of the railroads is constantly a matter of 
national concern. 

The economy of the United States, since the close of World War IL, 
has been operating at record-breaking levels. Although the railroads 
have been participating to some degree in this high level of business 
activity from the standpoint of volume of freight traffic, they have, 
unfortunately, not been able to participate to any great degree from 
the standpoint of net earnings. In fact, their net earnings of recent 
years have been relatively less than those of the late 1920's, notwith- 
standing a substantially greater volume of business. 

With those preliminary remarks, I would like to cite some of the 
feators which have prevented the railroads from participating in the 
Nation’s recent level of prosperity. ‘To aid in my presentation I shall 
present a series of brief tables which portray the trends in railroad 
earnings and operation. 

Table I shows the gross and net earnings of railroads of Class I 
for the 5 vears ended with 1955, compared with the 5 years ended with 
1929. 


TABLE I.—Gross revenues and net earnings, railroads of class I in the United 
States 


{Millions} 


Total Net railway | Net income, 

Year operating operating after fixed 

revenues income ir 

PE da cnoys : jaa $6, 122.5 $1, 121.1 $700.8 
1926 6, 382.9 }, 213.1 ae 
1927 . = 6,136.3 1, 068.0 672.9 
aaa 6,111.7 1,172.9 8H. 8 
Kc 6 sarcuna 6, 279. 4 1, 251.7 804.8 

Average mM. ¢ l, 77 
sts «acvvees alec aa bai Sete oi nde 10, 390. 6 942. 5 93. 2 
1952 = : : 10, 580. 8 1,078. 2 N25. 4 
1063.... 2s 3 : lf), 664. 2 1,109. 4 03. 2 

1954____- er : . 9, 370.8 874.0 R] 
| ei ae ba 10, 106. 4 1,128.1 5.1 

MON a siah eee tb ivainirn eke : 10, 222. 6 1, 026. 4 


Source: Reports of the Interstate Commerce Commission 


Total operating revenues represent the gross revenues received by 
the railroads from transportation services performed. The item of 
net railway operating income is what is left of those revenues after 
paying operating expenses and taxes. Net income isafter the payment 
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of interest and other fixed charges and is the amount available for 
reinvestment in property, reserves, dividends, and other corporate 
purposes. 

During the 5 years from 1925 to 1929, gross revenues of the rail- 
roads averaged $6,907 million per year, net railway operating income 
averaged $1,165 million per year, and net income averaged $773 mil- 
lion per year. Although the gross revenues of the railroads for the 
5 years ae 1951 to 1955 increased to an average of $10,223 million 

r year, net railway operating income declined to an average of 
£1036 million, and net income averaged $806 million. 

In other words, notwithstanding an increase of nearly 65 percent 
in gross revenues, net railway-operating income of the railroads has 
averaged 12 percent less than that earned during the 1925-29 period. 
Net income has been greater by only 4.2 percent. 

The railroads are earning a very low return on their net investment 
in transportation facilities. The return in the years 1925-29 averaged 
5.11 percent. During the 5 years from 1951 to 1955, the return was 
only 3.92 percent, as aa by table IT. 


TABLE II.—Rate of return, railroads of class I in the United States 


Rate of return Rate of return 


Year on net invest- Year on net invest- 
ment ment 

Percent Percent 
Od eal ne ie id eee 5. RR Risen ietoa2} biked tiaeaek . 76 
i a a a aT RUIN; «. schviid anche seks @icinaiedtincRin coed 4.16 
Si sl diadhins eaten a cinieteead ais dttatecstwe hey TI hk deikd cia Dvaeltadaon ot Spine beaten 4.19 
eat lalias iaeia ed  E ee SEEDS NEIL, cin cdenvace wegen enemeeusaaaeiel 3. 28 
SAREE eae 5.30 || 1955_._... 4.21 
CO aa a 5.11 een 3. 92 


pomeen: Computed from reports of Bureau of Railway Economics and the Interstate Commerce Com- 
mission. 


Senator Kennepy. Why do you pick the 1925-29 years? 

Mr. Monror. Those were the best years we had in the industry, 
prewar. 

Senator Kennepy. When you talk about the return on investment, 
what date do you calculate that investment ? 

Mr. Monroe. This return is calculated on the average investment 
for the year in which it is calculated. 

Senator Kennepy. All right. 

Mr. Monroe. The railroads have not experienced and are not now 
experiencing the prosperity enjoyed by industry in general. This fact 
is clearly shown by figures published by the First National City Bank 
of New York relating to the rate of return on net assets for a large 
number of manufacturing corporations. Those rates of return are set 
out in table III. 
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TABLE III.—Ratio of net income to net assets of manufacturing corporations 


Return Year Return 


Percent Percent 
19.7 1 
10. § 1 
¥. . 12 
11.6 1 
12. l 


. 


{ 


Average... ' wa a 11.0 | ‘a : 13.3 


Source: The First National City Bank of New York. 


Senator Kennepy. Have the prices of stocks and bonds of railroads 
on the stock market gone up in comparison with other stocks or 
bonds ? 

Mr. Monroe. They have gone up recently, Mr. Chairman, but not 
to the extent that manufacturing stocks have gone up. 

Senator Kennepy. What is the average increase in price of the 
average railroad stock? What has it done in the last year and a 
half? 

Mr. Monroe. I am afraid I could not answer that. But it has gone 
up. 
Senator Kennepy. Would you say there is a measurable difference 
between the way general manufacturing stocks have gone up, and 
railway ? 

Mr. Monroe. Yes, sir. 

Senator Kennepy. All right. 

Mr. Monroe. For manufacturing corporations the return on net 
assets averaged 11 percent during the years 1925-29, and increased 
to 13.3 percent for the years 1951-55. The return for the railroads, 
calculated on the same basis as for manufacturing corporations, aver- 
aged 6.5 percent during the 1925-29 period, but declined to 5.2 percent 
during the period 1951-55. 

Senator Kennepy. There was an increase of 6 percent in your 
rates. Isthat correct ? 

Mr. Monror. We had an increase in freight rates effective on 
March 7, of 6 percent with certain holddowns. The average freight 
rate increase was 514 percent and I will come to that shortly. 

Senator Auxorr. I had just one question there. What is the differ- 
ence between that? You have used the average of the net capital 
worth for the figuring of railroads but what is the difference bet ween 
that and the way you figured manufacturing ? 

Mr. Monroe. The rate of return shown by my table II represents 
the rate of return on the net investment in transportation facilities. 
That is the investment in the properties less their accrued depreciation 
and amortization charges. The rate of return as computed for manu- 
facturing corporations, and as published by the National City Bank 
of New York, is on a basis of a so-called net worth. It really represents 
capital stock plus corporate surplus. I did recalculate the return for 
the railroads on the same basis, showing that the manufacturing re- 
turns have gone up and the railroad return has gone down. 

Senator Atxorr. I see. 
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Mr. Monroe. Primary cause of the railroads’ financial difficulties 
is their inability to keep up, through increased rates and fares, with 
spiraling costs of labor and materials. The railroads were rec ently 
before the Interstate Commerce Commission seeking an increase in 
their freight rates and charges to offset increases experienced in their 
operating costs on account of increases in wage rates, increases in 
the unit prices of their materials and supplies, and an increase in 
the payroll tax for unemployment and sickness benefits which be- 
came effective January 1, 1956. The railroads sought an increase of 

7 percent in freight rates and charges, but by decision dated March 
9, 1956, the Commission authorized freight rate increases which 
averaged only about 5.5 percent, or just a little over three-fourths 
the increase needed to meet higher prices and wage rates and in- 
creased payroll taxes. In addition, a 5 percent increase in passenger 
fares went into effect in the East and West on May 1, and a similar 
increase may be authorized in the South, effective May 15. 

Increases in operating costs experienced by the railroad industry 
just since January 1, 1955, have amounted to $605,378,000 on an 
annual basis, as shown by table IV. 


TaBLe IV.—IJncreased operating costs since Jan. 1, 1955 

















Item Effective date} Ar nua’ cost! 
| 

1. Health and welfare plan for nonoperating employees (42 of total cost)._.| Feb. 1,1955 | $39, 626, 000 
2. Yard conductors, increase of 25 cents per day June 1,1955 1, 822, 000 

3. Road conductors and tr: 1inmen, increase of 20 cents per day and gr: vdu- | 
ated rates in freight service _- , : | June 16, 1955 11, 755, 000 
4. Dining cir stewards, increase of $5 per MI cee eee S ri. 91, 000 

5. All operating srepeorees s, general wage increase and payme nt in lieu “y 
health and welfare plan Case | Oct. 1,1955 82, 452, 000 

6. Dining car stewards, y: ardmaste rs, “and “disp: atchers, general wage in- 
crease and payment in lieu of health and welfare plan. 06... | 6, 702, 000 

7. Yard firemen, trainmen, and switchmen, increased wages for conv ersion | 

to 5-day workweek... -| Dee. 1,1955 | 25,531,000 
8. Nonoperating employ ees, wage increase of 1434 cents per iit a! _....do.__.._| 249, 116,000 
9. Dining car cooks and waiters, increase of 944 cents per hour -___- i eaigle 2, 871, 000 
10. Additional cost of health and welfare plan for Spee employees Mar. 1, 1956 | 31, 750, 000 
11. Increase in cost of fuel, materials, and supplies___-_- sisejcdastbbusats | 113,000, 000 
12. Total increased cost of wages and materials and Sena steal ded deeds 555, 716, 000 
13. Increase in payroll taxes on wage increases -_ -_- is cpa iad cae 7, 607, 000 
14. Inevease in unemployment payroll tax rate_..._..-.-__--- i<cdenseac Oa eee 42, 055, 000 
15. Grand total, increase in annual costs since Jan. 1, 1955. _____--_---}---- | 605, 378, 000 














1 Calculated on levels of employment and material consumption in 1955. 


S. 3616 and S. 3654 propose to increase the current payroll tax for 
railroad retirement benefits and thereby bring about another increase 
in labor costs. These bills would raise the railroad retirement tax 
from 1214 percent to 1414 percent, an increase of 2 percent on taxable 
wages up to $350 per month per employee, one-half of such increase 
to be paid by the employee and one-half to be paid by the employer. 
An increase of 1 percent in the payroll tax to be paid by the class I 
railroads would add another $42,055,000 annual cost. 

Because of the fact that the railroads have a higher wage ratio than 
manufacturing industries, an increase in the wage cost of the railroads 
requires a relatively larger increase in the price of their product if 
such increase in wage costs is to be offset: by a price increase. 

Table V shows the ratio of wages and salaries to the value of sales— 
operating revenues—for the railroads and a number of leading manu- 
facturing industries for the year 1954. 
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TaB_e V.—Ratio of wages and salaries to value of sales 
Industry 1954 
Railroads—class I__.__~-- ; 5 wl ) 
Primary and fabricated met: il ‘ 32. 4 
Machinery (including electrical) 31.8 
Stone, clay, and glass products___...._~~-~- 31.0 
Lumber and furniture 20. 5 
Transportation equipment (inc luding motor vehicles) OG. 8 
Textile mill products a ; “4 
Paper and allied products__.... ~~~ - 26. 2 
Rubber products____--_-- ‘ani 24.3 
All manufacturing_~~~~- Sadeaumaddtceiliece 23.5 
Chemicals and allied produc ts ba peed 19.2 
Food and beverages_—..-~~--- i 11.9 
Tobacco manufactures___-_ mies pia 7.2 
Products of petroleum and coal. oa 5.1 
Source: Ratios computed from reports of Interstate Commerce Commission and U. 8 


Department of Commerce. 

Wages and salaries take a far greater proportion of gross revenues 
in the railroad industry than in manufacturing industries. The ratio 
for railroads in 1954 was 51.8 percent as compared to 23.5 percent for 
all manufacturing. Other things being equal, the price for railroad 
transportation should increase about 21/, times as much as the price for 
manufactured goods, in order to offset a similar relative increase in 
wage costs. The present relative tax burden on the railroads for re- 
tirement taxes is more than three times as great as for manufacturing 
industries, but the burden on sales is about seven times as great. due 
not only to the fact that the payroll tax is higher for railroads, but 
also because wages consume a larger proportion of the railroads’ gross 
sales dollar. 

In other words, nearly 52 percent of their gross goes for wages. In 
manufacturing industries, 2314 percent of their sales goes for wages. 

The railroads are caught in the vise of higher operating costs and 
increasingly intense competition from other forms of tr: ansportation. 
Table VI portrays the declining participation of the railroads in the 
intercity freight service. 


TasLe VI.—Distribution of commercial intercity freight trafic 


1945 1954 
Agency 

Ton-miles Percent of Ton-miles Percent of 

(millions) total (millions total 
SO 690, 809 68. 0 556, 557 50. 6 
Motortrucks 66, 614 6.6 214, 626 19.5 
& IN ois cb sack senha 126, 530 12.5 179, 203 16.3 
Great Lakes ( lomestic) 102, 092 10.0 79, 969 .. 
Rivers and canals 29, 709 2.9 69, 404 6.3 
a ini nann een il 91 397 

ha i 1, 015, 845 100. 0 1, 100, 156 100.0 


Source: Estimates and reports of Interstate Commerce Commission. 


In 1945 the railroads performed 68 percent of the total in’ercity 
freight traffic, but in 1954 that ratio had fallen to 50.6 percent of the 


total. 


Motortrucks show a directly opposite trend. 
from 6.6 percent in 1945 to 19.5 percent in 1954. 


rivers and canals shows a trend similar to that of motortrucks. 


Their ratio increased 
Traffic on inland 


Traffic 
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on the Great Lakes has lost ground, but oil pipelines have increased 
their relative share. 

Preliminary traffic statistics for the year 1955 point to a further 
drop in the rail percentage, as truck and water tonnage increased to a 
relatively greater extent. 

The railroad proportion of total commercial passenger traffic fell 
also, from 72.9 percent in 1945 to only 38.4 percent in 1954, Air car- 
riers handled only 2.7 percent of the intercity passenger load in 1945, 
but by 1954 their ratio had grown rapidly to 25.6 percent. It is also 
a fact that the railroads handled in 1955 an even smaller proportion of 
the total commercial passenger traffic. 

Railroads in 1955 had an alltime record high net income. This 
record was attributable in large measure to two unusual conditions, 
(1) taking of temporary tax credits under provisions of the Internal 

evenue Code allowing accelerated amortization of defense facilities, 
and (2) continuation of operating economies placed in effect as emer- 
gency measures to keep within the bounds of dwindling revenues in 
1954. Toa cneiadaaabhe extent, these credits to 1955 earnings will 
become charges against the earnings of future years. 

Furthermore, of the $605 million of increased costs which have come 
upon the railroads since January 1, 1955, only about $100 million was 
reflected in last year’s expenses. Analysis of operating results in 1956 
will show the full impact of this heavy burden of increased operating 
expense. 

or example, returns are now available for the first 2 months of 
1956. In this period, compared with the corresponding months of 
1955, there was an increase in traffic which produced 11 percent more 
operating revenues—an increase of $166 million for the 2 months. 
Yet, because of higher operating expenses and taxes, the railroads 
were unable to carry any part of this $166 million through to net in- 
come. In fact, with operating expenses, taxes, and rents up by $173 
million, there was a decrease of nearly $7 million in net operating 
income and a decrease of $5 million in net income after all fixed 
charges. 

Significantly, the item in the income account which showed the 
greatest relative increase was that of payroll taxes. Payroll taxes paid 
by the railroads increased from $44 million in the first 2 months of 
1955 to $55 million in the first 2 months of 1956, an increase of $11 
million, or 25 percent. The bills here under consideration would add 
further to this already burdensome expense. 

A comparison of statistics for the first 2 months of 1956 with those 
of the corresponding months of 1953 is also revealing. Between these 
2 periods freight traflic increased by about 9 percent, yet freight 
revenue increased by less than one-tenth of 1 percent due to lower 
freight rates and changes in traffic patterns. Passenger traffic—pass- 
enger-miles—and passenger revenue were both down about 15 per- 
cent. Total operating revenues were down by $30 million; expenses 
were up by $20 million; so that net revenue was less by $50 million 
in the 2 months of 1956 than in the 2 months of 1953. After taxes 
and other charges the decreased in net income between these two 
periods amounted to about $20 million. 

Whether the increase in freight rates which became effective March 
7, and this week’s increase in passenger fares, will be successful in 
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reversing the unfavorable trends of the opening months of 1956 re- 
mains to be seen. 

Senator Atiorr. May I interrupt you there? On page 1/1 you say, 
“Significantly, the item in the income account which showed the 
greatest relative increase was payroll taxes,” and you said that it 
increased from $44 million in the first 2 months of 1955 to $55 million 
in the first 2 months of 1956. Why was that ¢ 

Mr. Monroe. Effective on January 1, 1956, the unemployment pay- 
roll tax went up from one-half of 1 percent, which cost the carriers 
$42 million annually. That is class I railroads. It is due mainly to 
that increase, but also due to increased payrolls in the first 2 months 
of this year compared to the first 2 months. 

Senator AtLorr. It is attributable to both factors ¢ 

Mr. Monroe. Yes, sir. 

Senator Auvorr. All right. 

Mr. Monror. It may be of interest to compare the trend of benefits 
paid under the Railroad Retirement Act with the trend in the cost 
of living. Such a comparison was shown in the report of the Joint 
Committee on Railroad Retirement Legislation, dated January 9, 1953, 
printed as Senate Report No. 6. 

At page 515 of that document there appears a tabulation compar- 
ing the trend in average annuity per year of service with the trend 
in the Consumer’s Price Index from 1937 to 1951. It is there shown 
that the full age annuities per year of service, for employee only, 
increased by 55 percent from 1937 to the end of 1951. When spouses’ 
annuities are included, the increase becomes 80.3 percent. During 
the same period, the Consumer’s Price Index increased by 80.7 per- 
cent. 

Then, as the report points out on page 517, the mere change in aver- 
age annuity does not indicate the full extent of liberalization of the 
act since 1937—suce h as the amendments of 1946, which provided bene- 
fits for surviving widows, widowed mothers having children under age 
18, and dependent parents. Recognizing these additional benefits. the 
report then presents an actuarial calculation to show the trend in the 
relative value of protection afforded by the Railroad Retirement Act. 
That table shows that the relative value of employee protection in- 
creased by 119 percent between 1937 and 1951, as compared with an 
increase in the Consumer’s Price Index of 81 percent. 

Effective September 1, 1955, the spouse annuity was increased from 
a maximum of $40 to $54.30 per month, which further added to the 

value of protection. On the other hand, the Consumer’s Price Index 
beg only increased by 3.3 percent from 1951 to March 1956. The over- 
all increase in the Consumer's Price Index from 1937 to March 1956 
has been 87 percent as contrasted with the increase of more than 120 
percent in the value of protection afforded employees. 

In view of the testimony of Mr. Finney who preceded me and in 
view of the increased costs recently experienced, which are threatening 
the improved earnings realized by the railroads in 1955, it seems clear 
that there is no justification for imposing the added burden upon rail- 
road earnings which would result if bills such as S. 3616 and S. 3654 
were enacted. We therefore urge that your committee do not favor- 
ably report this legislation. 

Senator Kennepy. Thank you very much. 

Are there any questions ? 
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Senator A.torr, I have no questions. 

Senator Kennepy. I want to thank you very much for your testi- 
mony. I think your statements were complete and I do not think the 
subcommittee has any questions. We thank you. 

The next witness is Mr. Fain. 


STATEMENT OF GUY F. FAIN, GRAND PRESIDENT OF THE NATIONAL 


ASSOCIATION OF RETIRED AND VETERAN RAILWAY EMPLOYEES, 
GLENDALE, OHIO 


Mr. Fain. My name is Guy F. Fain. I had 48 years of service on 
the Baltimore & Ohio Railroad and 36 years was local and general 
chairman for the trainmen. 

Senator Kennepy. What was your job? 

Mr. Fain. I worked as a call boy on up through the years, in the 
switching and freight brakeman, and passenger brakeman and 
assistant conductor. I had quite a time of it. 

My home address is Glendale, Ohio. My presence before your com- 
mittee is that of Grand President of the National Association of Re- 
tired and Veteran Railway Employees, an organization national in 
scope with units located throughout the United States, and recognized 
by the standard organizations with which we cooperate. 

Our organization is regularly constituted and is governed by a con- 
stitution and by-laws. ‘The business of this organization is conducted 
by legally elected officers, chosen by delegates from each local unit 
in regular convention assembled, and is a nonprofit organization. 

I am appearing before your committee in support of your bill S. 
3616 and similar bills. Your bill, Mr. Chairman, has the approval of 
all of the brotherhoods and is likewise supported by our organization. 

While in the main it will give relief to many thousands of our 
retired people, yet, in our opinion, it denies many thousands of any 
increase, especially in the low-paid group. Through the publication 
of our labor papers our people have been left with the impression 
that the 15 percent increase would apply to all with but few exceptions. 
This is very disappointing to so many thousands who are so badly 
in need of an increase in the low-paid group. Even a 15 percent in- 
crease, if applied, would be of little help, but it would have had 
the effect that they were not the forgotten men. 

While we try to cooperate with our Brotherhood, we, like the Con- 
gress and Senate, do not always see eve to eye with them. That does 
not mean we are not appreciative of what our Brotherhood has done 
for us; but, rather, we are most grateful. While your bill S. 3616 
does not mention the dual-benefit restriction on spouses, my members, 
through their 50 local units, have taken action that I present to your 
honorable committee the following request. 

This is where we do not agree with our Brotherhoods, but there is 
no hard feeling, Mr. Chairman. 

When H. R. 356 was before your honorable committee and later 
became law, we were at that time under the impression that H. R. 356 
would cover the dual benefits of spouses and widows; and, when it 


was learned that it did not, naturally it was a great disappointment 
to thousands of them. 
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When S. 2930 was discussed and later became law, again we were 
diasppointed to learn that this bill only provided dual benefits to 
the wives and widows who had paid into the Railroad Retirement Act. 

In reviewing H. R. 4744, we find again that this bill does not pro 
vide for the spouses who had paid into Social Security and who are 
now deprived of the dual benefits. Therefore, we are asking that 
H. R. 3416 or similar bill be adopted. 

There are several reasons why the proposed changes should be made: 

(1) It is plain discrimination to pay an individual the maximum 
allowance who has never qualified under social security benefits and to 
deny others who, for economic reasons, were compelled to work and 
did earn social security benefits. 

(2) It has created inequities otherwise, as other Government agen 
cies and employees in other industries, no such provisions are made 
both are paid. 

There are about 3.500 spouses whose annuities are reduced because 
they are entitled to old-age social security benefits, and about 1,000 
annuitants terminated by computing the lump sum payments, as such 
were reduced to minimum or less than $2.50 per month. Some so 
reduced have since been restored since amendments of 1955, effective 
September 1, became law. This data was received from the Railroad 
Retirement Board. 

These annuities were granted to wives principally whose husbands 
were retired on low pay and received annuities in the lower bracket, 
which were inadequate to meet the increased high cost of living. In 
most all cases it was necessary for the wife to earn something to care 
for themselves, and quite a number of infirm husbands. They are 
hard hit. 

Mr. Horace W. Harper, a Board member, calls attention in his mi 
nority report at hearing on H. R. 4744 and similar bills: 

The removal of inequities from the retirement system is a policy which the 
Congress adopted last year—1954—in the belief that the elimination of inequali- 
ties justified and additional cost— 
see page 7, item 3, of the above-mentioned report. It is pointed out in 
his argument in 1951, when the greatest single liberalization of bene- 
fits was made, a deficit then existed of 1.93 percent, which the enact- 
ment of H. R. 4744 would create a deficit of 1.40 percent. The amend- 
ments did not increase the deficit anything like the 1951 figures. The 
same cry about the type of deficit went up in 1948. It is very notice- 
able that the Board’s actuarial report has always been over-conserva- 
tive and over-estimated disbursements are considerable—these claims 
based on cost-level basis. 

Striking out the language in the third proviso of subsection (e) of 
section 2, on page 9, of the Railroad Retirement Act, following the 
word “Act” in line 23, would correct this injustice. 

Our reason for asking this amendment is to correct the same in- 
justice to spouses that was corrected to employee annuitants by enact- 
ment of H. R. 356 in June 1954, by the 83d Congress into Public Law 
No. 746, and again corrected in H. R. 4744 enacted into public law, 
applicable to survivors, principally widows of employees, who had 
earned social security benefits in their own name, denied payment 
under section 5 (g) of the Railroad Retirement Act, paragraph 2. 
The principles are identical. | 
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The same basic principle is involved in denying spouses these just, 
dual payments. We cannot understand why the discrimination. The 
cost is small compared to other like inequities corrected in 1954 and 
1955, as cited. We ask that you strike out the language cited in this 
submission and thus grant relief to these aged and deserving people. 
It will not jeopardize the railroad retirement fund. 

Referring to analysis of the financial statutes of 1954-55 fiscal year, 
we find that after some benefits were increased considerably by amend- 
ing the Railroad Retirement Act and some increases by the guarantee 
of not receiving less that if computed under social security, the reserve 
fund was built up some $153,822,663 at the end of the fiscal year. 

There are a number of bills introduced in House and Senate calling 
for amending the Railroad Retirement Act, to increase the benefits, 
reducing the age of eligibility, and other subjects. Hearings were 
postponed until the 3-year actuarial report could be studied by execu- 
tive officers of the railroad labor organizations, Senators and Con- 
gressmen. Out of fairness and the spirit of cooperation, this organ- 
ization went along with them; 1954-55 fiscal year was one of the 
lean years of a recent period for tax income caused by strikes, modern- 
ization, electrifying, and dieselization, which contributed to the largest 
unemployment situation in the period for many years. Despite these 
facts, the railroad retirement fund was boosted to the extent cited 
above ; namely $153,822,663. 

At present the railroad industry and the national trend in all indus- 
try is that unemployment has made a marked improvement in our 
industry as well as other industries. However, there has been no 
marked decrease in the cost of living—there appears none in sight— 
and, as the picture looks, it may be higher. 

Thanking you for the privilege of appearing before your committee 
and giving you the sentiments and wishes of our members. It is our 
prayer that your committee will see the justice of H. R. 3416 and 

other similar bills and that you will support and recommend these 
bills out of your committee. 

Senator Kennepy. Are there any questions? 

Senator Aticorr. I have no questions. 

Senator Krennepy. I have been talking to the counsel and I asked 
him to give me an opinion on the points you raised. You may be sure 
that this subcommittee will examine your arguments carefully to see 
that - are not treating unfairly any of the people who are now 
covered. 


Mr. Fatn. I have some more in my brief, and I would like you 
to have that. 
Senator Kennepy. Perhaps you can give it to our counsel, Mr. 


Forsythe, because I have asked him to work up some of the arguments 
you have made. 


Mr. Fatn. Thank you. 


_ Senator Kennepy. The subcommittee will now conclude its hear- 
i 


ngs. 
(Whereupon, at 4:30 p. m., the hearings were concluded. ) 
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UNITED STATES OF AMERICA, 
RaILRoaD RETIREMENT BoOakp, 
Chicago, 1U., March 16, 1956. 
Hon. Lister HI, 
Chairman, Committee on Labor and Public Welfare, 
Senate Office Building, Washington 25, D. C. 

Deak SENATOR HILL: This is a report on S. 3400 which was introduced in the 
Senate and was referred to your committee for consideration. 

This bill would amend the Railroad Retirement Act and the Railroad Retire- 
ment Tax Act in the following respects : 

1. Employee retirement annuities computed under the Railroad Retirement Act 
formulas would be increased by slightly more than 15 percent. It is estimated 
that the average increase in the formula for retired employees on the benefit rolls 
would be about 15.10 percent and for future retirements, about 15.12 percent. 
The bill would not increase the amount of the social security minimum guaranty 
nor would it change that part of section 3 (e) which provides that the annuity 
computed under the nonsocial security minimum formula shall not exceed the 
employee’s monthly compensation. Because of these limitations, certain annuities 
subject to the minimum provisions of section 3 (e), including practically all com- 
puted under the social security formulas, would be either not increased at all or 
increased by less than 15 percent. 

2. Spouses’ annuities would continue to equal one-half of the employee's an- 
nuity subject to the present maximum of $54.30 a month. The retention of the 
$54.30 maximum would have the effect of not increasing large numbers of spouses’ 
annuities now payable at this amount and increasing by less than 15 percent 
annuities which under present law are somewhat in excess of $47 but under 
$54.30. Certain reduced spouses’ annuities would also not be increased to the 
full extent even though their amount under present law is under $47 a month. 

3. The basic amount, which is the unit for computing survivor insurance bene- 
fits under the regular formulas, would be increased by exactly 15 percent. A 
similar 15-percent increase would be applicable to the Railroad Retirement Act 
maximum and minimum amounts related to survivor insurance benefits. How- 
ever, the amount of the social security minimum guaranty which applies to such 
survivor benefits would remain unchanged. The effect of this limitation would 
be that survivor insurance benefits computed in accordance with the social security 
rather than railroad retirement formulas would either be not increased at all or 
would be increased by less than 15 percent. At present, the great majority of 
monthly survivor insurance benefits are computed in accordance with the social 
security minimum formulas so that large numbers of such benefits would not be 
increased as a result of the enactment of the bill. In cases where a widow's 
or parent’s annuity is payable under the Railroad Retirement Act simultaneously 
with an old-age social security benefit received by the same individual, the 15- 
percent increase would apply in practically all cases, since the social security 
minimum seldom applies in dual benefit cases. 

The insurance lump sum would be increased in all cases by exactly 15 percent 
since the social security minimum guaranty is not applicable to this type of benefit. 

4. Pensions, 1935 act annuities, and joint-and-survivor-option annuities would 
be increased by exactly 15 percent. The beneficiaries falling within these classifi- 
cations constitute small groups to which the social security minimum provisions 
are very unlikely to apply. 

5. The residual lump-sum benefit would be increased so as to give recognition 
to the increase in the taxes levied on the employees. Under present law, the 
residual benefit formula calls for 4 percent of the employee’s total creditable 
compensation from 1937 through 1946, and for 7 percent of compensation earned 
thereafter. The bill would introduce an 8-percent factor effective July 1, 1956. 
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6. The changes made by the bill would apply to all annuities payable with 
respect to months after June 1956, to pensions due in calendar months after July 


1956, and to insurance lump sums payable with respect to deaths occurring after 
June 1956. 

7. The bill provides for additional revenues to the railroad retirement system 
by increasing the rate of tax on employees and employers by 1 percent each. 
Thus, effective July 1, 1956, the combined tax rate would be 1414 percent of 
earnings up to $350 a month per employee instead of the present rate of 12% 
percent. The tax rate on employee representatives would be increased to 1414 
percent. The higher rate of tax would apply only to compensation earned after 
the effective date. 

8. The railroad retirement taxes paid by employees would be exempt from 
Federal income tax effective July 1, 1956. This would be accomplished by 
means of specifically excluding such retirement taxes from the employee's tax- 
able income. In the general case, the effect of this income tax exemption would 
be to lower the effective employee’s railroad retirement tax to somewhat less 
than 6 percent of his taxable compensation. This provision does not alter either 
the amounts of benefits paid under the Railroad Retirement Act or the income 
which would be received by the railroad retirement account. In consequence, 
the tax exemption provision would have no effect on the financial condition 
of the railroad retirement system. 


ACTUARIAL COST ESTIMATES (SUPPLIED BY THE CHIEF ACTUARY ) 


The amendments would involve an estimated additional cost of 2.30 percent 
of payroll derived as follows: 


Additional cost 

Item (percent of payroll) 

BOPUERRDOUAI Gi IARINRAE AG TN TOUR is a inks iii ch nh ce ordre 1. 65 
I i a i i tc ia ie . 06 
Ptr URI cn sh ae eeeeb ale shebidbekakicssS cases . 24 
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NINN I RN aa i i ital ities edna ik nddbd cain aeaksaiim . 08 
Mepeprenme ima mamma Tamil Com i i kes sks chs des sees . 04 
Allowance for accelerated retirement_._.......__._-..___-_____________ 38 
PS nnn INU, SURI NI i ic ch cits ink tdi vended tae —. 06 
a i a rh De ta ace ea le aE is 2. 30 


The allowance for accelerated retirement included in the additional cost is 
based on the assumption that the availability of higher retirement benefits 
would offer a moderate incentive for earlier retirement. The 0.33 percent of 
payroll is a round figure based on judgment as to what the effect of the in- 
creases in benefits might be. It constitutes slightly more than 2 percent of the 
costs of employee and spouses’ annuities (14.30 percent of payroll) which would 
otherwise exist after allowing for the liberalizations in the annuity formulas. 

According to the sixth valuation as modified by this cost estimate, the overall 
net level cost for the system would come to 16.483 percent of payroll. By com- 
parison, the combined tax rate on employers and employees would be 14.50 per- 
cent, so that the actuarial deficiency would be 1.93 percent of payroll, or about 
$102 million a year on a level basis. 


. IMMEDIATE EFFECT 
Employee annuities 


Of the 320,000 employees annuities, it is estimated that 285,000 would receive 
the full increase and 15,000 an increase of less than 15 percent, while 20,000 
would receive no increase. The 15,000 which would be increased by less than 
15 percent consist of 7,000 which are now social-security minimum guaranty 
cases and to which the new regular retirement benefit formula would begin to 
apply, and 8.000 other cases now minimums where the amount of increase 
would be limited to the amount of the average monthly compensation. To il- 
lustrate: Consider the case where the annuity under the regular railroad re- 
tirement benefit formula is $80, but under the guaranty provision it comes to 
$85 per month. The Board currently pays the $85. Under the new regular rail- 
road retirement benefit formula the $80 figure would be raised to $92. Hence. 
the actual annuity payable would be increased from $85 to $92, an increase of 
about 8 percent. Consider further the case where the Board is paying a $69 
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minimum annuity to an employee whose average monthly compensation is $76 
The increase in this case would be from $69 to $76, or about 10 percent 

The 20,000 annuities which would not be increased include 15,000 guaranty 
cases and 5,000 cases in which the annuity is already equal to the average 
monthly compensation. The overall percent increase for the 320,000 annuities 
is estimated at 14.2 percent, while for the 300,000 annuities affected, it would 
be 14.9 percent. 


Pensioners 


The 2,500 pensioners on the rolls July 1, 1956, would receive a flat 15-percent 
increase in their pensions. 


Spouses 


The 115,000 spouses on the rolls July 1, 1956, include 48,000 to be increased 
31,000 by 15 percent and 17,000 by less than 15 percent—and 67,000 not to be 
increased. The great majority of the 67,000 not to be increased are wives who are 
already receiving the maximum of $54.30 per month. 


Survivor annuities 


There will be approximately 213,000 individual survivor insurance beneficiaries 
on the rolis July 1, 1956. These may be split into three broad groups: roughly, 
152,000 who are under the guaranty provision; 58,000 whose benefits are based 
on the regular formulas; and 3,000 cases in which a widow is receiving the same 
amount she received as a wife. 

It is estimated that some 58,000 survivors would receive the full 15-percent 
increase under the railroad survivor benefit formula. About 13,000 survivors 
would receive less than the 15-percent increase, while the remaining 142,04) 
would receive no increase. An example of a case in which a less than 15 
percent increase would result is that of an aged widow to whom the Board is 
paying $45 per month under the guaranty provision. Assume a basic amount 
under the present law of $40, which will be increased to $46 under the proposed 
amendments. Her annuity will be increased from $45 to $46, or a little more 
than 2 percent. Now if in this case the widow is receiving more than $46 
under the guaranty provision, her benefit will remain the same. 


Tabular summary 


The two attached tables illustrate the effect of the proposed amendments to 
increase the various railroad retirement benefit formulas. 

Since becoming Chairman of the Board, I have consistently favored increased 
benefits under the Railroad Retirement and Railroad Unemployment Insurance 
Acts whenever there was adequate financing for such increases so as not to 
endanger the solvency of the trust funds. This is a point of view that has long 
been advocated by the Board, congressional committees, and other interested 
parties. 

Since the proposed increase in the tax rate from 1214 percent to 1414 percent 
will furnish nearly all of the necessary revenue to provide for the increased bene- 
fits, I do not consider the comparatively small deficiency significant enough to 
threaten the stability of the railroad retirement system. Therefore, I recom 
mend favorable consideration of sections 1, 2, 3, 4, and 6 of S. 3400. 

I wish to make it clear, however, that I am not expressing any views with 
respect to the provisions of section 5 of the bill, as such provisions are chiefly 
the concern of other departments of the Government. Section 5 provides as 
follows: 

“Sections 3201 and 3211 of the Railroad Retirement Tax Act are each further 
amended by adding at the end thereof the following new sentence: ‘Notwith- 
standing any other provision of law, the amount of the tax imposed on the in- 
come of any individual by this section shall be excluded from such individual’s 
gross income for purposes of chapter 1 and from such individual's “wages” 
for purposes of chapter 24.’ ” 

Sincerely yours, 
RAYMOND J. KELLY, Chairman 
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Taste 1.—Estimated numbers of monthly beneficiaries of each type on the 
Board’s current payment rolls July 1, 1956, who would be affected or not 
affected by proposed 15 percent increase in railroad benefit formulas 





On current payment Estimated number Estimated number not 
Rolls increased increased 
Benefit com- 
puted under— Month- 
Types of benefit By lees —_ 
Total | Rail | social-| Total | BY 15 | than 15! Total | tion Others 
s sec- percent percent) min- 
retire- : | 
ment | Urity mum 
form. | form- cases 
ula 
ula 
[eae ar re 
Total ___.....|654, 500 tial 181, 250 | 424, 900 (380, 250 44, 650 [aan O00 7, 000 b 60, 000 
ss sseipnslisennehepidl ceisedaplod ic etesheciespien ieenevesoaianaleedmenpash eonicesseeneesltabsielentia iia asd edialiodhre 
Retirement__...... 1320, 000 |298,000 | 22,000 |300, 000 |285, 000 |! 15,000 | 20, 000 5,000 | 15,000 |......-. 
Pensioners __....-- | 2.500} 2,500 |_....__- a Sa ne  Nenaneses 
DOING 5. ise 1115, 000 108, 000 7,000 | 48,000 | 31.000 |217,000 | 67,000 | 2,000 | 5,000 | 3 60,000 
Aged Widows...__. 155. 000 | 57,000 | 98,000 | 63,000 | 54,000 | 49,000 | 92,000 |_.....-- 92,000 |.......- 
Widowed mothers._| 12,000 700 | 11,300 1, 300 700 $600 | 10,700 |......-. pea ae 
Curren. .....-<...2 45, 000 3,000 | 42,000} 6,000 |} 3,000 | 53,000 | 39,000 |_....--.| 39,000 |_....--.- 
castes 1, 000 50 950 100 50 550 BSD: loctaeces ___ i bart 
Survivor (option) | Pponeseen |----2---|--00---- 
i 


1 Includes 7,000 guaranty cases changed to railroad formula, 8,000 minimums ($69, 4.14 times years of 
service, guaranty) changed to monthly compensation minimums. 

2 Includes 15,000 unreduced spouse benefits over $47.22 but less than $54.30 before increase, and 2,000 
guaranty cases changed to the railroad formula. 

3 Normal spouse annuity already equal to $54.30. 

4 Includes 6,000 guaranty cases and 3,000 spouse minimums changed to the regular railroad formula. 

5 Guaranty cases changed to the railroad formula. 


Note.—No provision made for application of the disability freeze. 


TABLE 2.—Estimated numbers of monthly beneficiaries of each type on the Board’s 
current payment rolls July 1, 1956: Number and percent affected and average 
monthly benefits before and after proposed 15-percent increase in railroad 
benefit formulas 


| Total on current payment rolls Total on rolls receiving increase 









Average benefit 





| 
Type of benefit | Average benefit 
Number 





Percent 


Percent Number Percent 2 


| 
Before | After | Change of total | Before | After 
increase} increase increase) increase 
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ict i Beate ets 115, 000 46. 80 48.70 41 48, 000 42 39. 70 44. 20 11.3 
Aged widows. ............ 155, 000 50. 80 53.00 4.3 63, 000 41 40. 80 46. 30 13.5 
Other survivor insurance | 58,000 | 46.00] 46.50 we 7, 400 13} 35.50] 38.70 9.0 
Survivor (option) _.......- 4,000 | 46.00] 52.90 15.0 4, 000 100 | 46.00; 52.90 15.0 









UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 
Chicago, Ill., April 9, 1956. 






Hon. Lister HIL1, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 

Dear SENATOR HILL: This is a report on S. 2922 which was introduced in the 
Senate by Mr. Bender on January 12, 1956, and which was referred to your 
committee for consideration. 

The bill would increase widows’ insurance annuities under the Railroad Re 
tirement Act of 1937, as amended, by 15 percent. The bill would not increase de- 
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pendent widowers’ annuities. The amendments would be effective with respect 
to widows’ insurance annuities for months following the month of enactment of 
the bill. All recertifications required by the bill would have to be made by the 
Board without application therefor. ’ 

The Board is opposed to the enactment of the bill for the following reasons: 

1, The bill, if enacted, would increase the cost of the railroad retirement system 
by 0.47 percent of payroll, or about $25 million a year. , 

2. The bill makes no provision for financing the additional cost which its en- 
actment would entail. 

3. The railroad retirement system cannot absorb the added cost because the 
sixth actuarial valuation of the railroad retirement system shows that the net 
level cost of benefits under the act is 14.13 percent of taxable payroll. Since the 
actual tax rate is only 12.50 percent, the present benefit structure already involves 
an actuarial deficiency of 1.63 percent of payroll which is equivalent to about $86 
million a year on a level basis. 

4. The effect of the enactment of the bill would be to increase the deficiency to 
2.10 percent of payroll or approximately $110 million a year. : 

The Board, accordingly, recommends that no favorable consideration be given 
to this bill. 

This report has been cleared with the Bureau of the Budget, which informs 
us that there is no objection to its submission. 

Sincerely yours, . 


RAYMOND J. KeEtiy, Chairman. 


AMERICAN FARM BUREAU FEDERATION, 
Washington, D.C., May 2, 1956. 
Re S. 3654 and S. 3616, to amend the Railroad Retirement Act. 
Hon. JoHN F. KENNEDY, 
Chairman, Subcommittee on Railroad Retirement, 
Senate Committee on Labor and Public Welfare, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR KENNEDY: This letter is to set forth the views of the American 
Farm Bureau Federation with respect to the above-indicated legislation. It 
will be appreciated if you will include this letter in the record of the hearing. 

It will be recognized that farmers have a major interest in this legislation. In- 
creased railroad payments to retirement funds are inevitably reflected in in- 
creased railroad rates. In Er parte 196 the railroads petitioned for a 7 percent 
general rate increase and justified their request in part by the fact that pay- 
ments by railroads to the railroad retirement fund had increased $50 million 
annually. 

Farmers are major purchasers of railroad service, both directly and indirectly, 
on farm products shipped to market and on farm production supplies they pur- 
chase. A substantial portion of any increase in railroad payments into the rail- 
road retirement fund would be paid by farmers. 

Section 5 of the bills, providing that payments by railroad workers to the rail- 
road retirement program would not be classified as taxable income, is legislation 
relating to taxation which, in our view, should be referred to the House Ways 
and Means Committee and the Senate Finance Committee respectively. It has, 
of course, long been the practice of the Senate that all matters relating to taxa- 
tion are handled by the Senate Finance Committee. We believe this rule is sound 
and should be followed in all instances to avoid patchwork development of tax 
law and to insure adequate consideration of the impact of tax legislation upon 
the general fiscal situation. In the present case there is a significant further rea- 
son for referral of section 5 to the Senate Finance Committee. If legislation is 
to be enacted to exclude payments of railroad workers to the railroad retirement 
program from taxable income, it is important that the same principle be applied 
to all retirement programs, both public and private, if discrimination between dif- 
ferent groups of our population is to be avoided. 

Any program for expansion of present railroad retirement benefits should be 
actuarily sound. The Railroad Retirement Board estimates that the actuarial 
deficiency of the fund is currently $86 million a year and that the enactment of 
the bills would increase the deficit to $102 million a year. Although some wit- 
nesses have argued in opposition to these actuarial conclusions, no competent 
actuarial testimony to the contrary has been submitted. It would appear that 
early action is necessary to reestablish the fund on a sound reserve basis. S. 3654 
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and 8. 3616 do not accomplish this objective, but on the contrary would increase 
the annual actuarial deficit and jeopardize the interests of future beneficiaries. 
The opportunity of presenting the views of the American Farm Bureau Federa- 
tion with respect to this matter is sincerely appreciated. 
Matr TRiGGs, 
Assistant Legislative Director. 


STATEMENT AND TESTIMONY OF THOMAS STACK, PRESIDENT OF THE NATIONAL 
RAILROAD PENSION ForuM, INc. 


Mr. Chairman and gentlemen, my name is Thomas Stack. I reside at 1104 
West 104th Place, Chicago, Ill. I am president of the National Railroad Pension 
Forum, Inc., an organization chartered under the laws of the State of Lllinois 
as a nonprofit group to educate the rail workers of this Nation on retirement 
problems. Forum membership comprises union and nonunion employees of the 
railroads, and the retired railroaders who have no other representation, and all 
others who come under the Railroad Retirement Act and its jurisdiction. The 
National Railroad Pension Forum, Inc., is the largest group in this category: 
not influenced by either management of the railroads or the leaders of the vari- 
ous labor crafts. We are also nonpolitical and have membership on 329 railroads 
and affiliated bureaus, which include the Pullman Co., Railway Express Agency, 
and the sleeping and dining car employees. Every member of our group is a 
voluntary subscriber: there is no coercion used to obtain membership. Most of 
our members view us as the only protective committee they have dealing with 
protecting their rights under the Railroad Retirement Act, and they are unani- 
mous in their views that only through this medium can they make known to 
Congress their wishes in connection with increasing benefits under our retire- 
ment system. 

Although forum headquarters is in Chicago, Ill., we have over 1,500 group 
leaders and active workers in the various railroad offices, major shops, terminals, 
and yards. Nationwide, many of these leaders are elected by the workers to keep 
us informed as to the needs of the workers. Our organization comes in closer 
personal contact with the rank-and-file worker concerning his retirement prob- 
lems than any organization appearing before this committee. Leaders of some 
of those organizations exploit their members by prompting some irrelevant legis- 
lation not desired by the workers they are alleged to represent. We hope the 
committee is clear on this point. We are exclusively a pension group and at all 
times have our hand on the pulse of the rail worker. In fact, 90 percent of our 
membership comprises men and women employees on the rails who are also 
members of standard labor groups. Seven percent of our membership covers 
those who have retired from active rail service and are getting benefits under our 
act. All forum officers are veteran railroaders with backgrounds of long railroad 
employment. I had 38 years’ service with the rails until I was drafted for the 
position I now hold—back in 1947—at which time changes were made by Con- 
gress in our Railroad Retirement Act that were ill-advised and deemed detri- 
mental to the interests of the railroad workers who felt they were being ex- 
ploited by interests that could never qualify to represent them on this important 
topic. Under this atmosphere the National Railroad Pension Forum, Inc., was 
born. Committees of Congress and Members in both bodies are familiar with our 
activities ever since. Our rail workers are articulate with regard to the annuity 
they require. They are interested in security for themselves and their families 
so when their toils and labor are over they will be in a position to enjoy their 
much-needed rest without fear of privation, and hope they will never become 
wards of charitable institutions. With this thought paramount, they do not want 
fringe benefits or side issues, but independence, when they retire. 

S. 3616 and S. 3654 are similar to H. R. 9065, which was the subject of hearings 
and most confusing in the House. When the bill with a massive sponsorship was 
submitted on the advice of some of the rail labor leaders known as the Rail Labor 
Executive Association, this group found members of both bodies a willing prey to 
their masterpiece of deception, as no elected official would refuse to sponsor a bill 
for them and become the target of their vile smear publications at election time. 
This bill was never submitted to the workers, who know little of its application. 
and the pressure behind such a move indicates that the prime motive of those who 
proposed it is to confuse the issue and exploit the interests of the employees they 
are alleged to represent. 
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I might point out to the committee at this time that those Senate bills carry 
« tax application. Under Section 7 of the Constitution tax measures must origi- 
nate in the House. 

While we favor a 15 percent increase in all rail pensions and annuities this bill 
does not carry such a provision : as a matter of fact the 15 percent would not apply 
to some 54.6 percent of our retired people who today are getting social-security 
benefits under the guarantee provision of the 1951 amendments to our act. Those 
are employees in the lower pay brackets who actually need an increase more than 
those who receive higher benefits under our system. I have before me a con 
crete case in this regard. A man worked for the railroads 121 months; his aver- 
age earnings were $200 per month in that period. His pension or annuity under 
the railroad formula amounted to $41.40 per month; however, in the last 2 years 
of his employment he earned $300 per month, and on the social-security basis— 
namely 55 percent of the first $110— $60.50, plus 20 percent of $190 equals $38— 
gave this retired man social security which was $98.50 per month, and under 
the guarantee of the Railroad Retirement Act amendments of 1951 that is the 
annuity he is now receiving, although during his working career he paid not less 
than three times more taxes than did his counterpart on social security in order 
to receive social-security benefits. Now, under 8. 3616 this man’s rail formula 
would be increased to $47.61 per month, but inasmuch as he is now receiving the 
social security basis—namely $98.50 per month—he would receive no increased 
benefits whatever. We believe that 15 percent should be the increase in all rail 
pensions and annuities and should not draw any line of demarcation, whether the 
employee is getting the social security minimum guarantee or railroad retire- 
ment annuity based on the rail formula. 

Section 4 of those bills raises the tax rate to a maximum of 1444 percent on a 
maximum salary of $350 per month: half of this increase to be borne by the em- 
ployees. Again, we bring to the attention of the committee that it is highly ir- 
regular for the Senate to originate a tax matter. 

We oppose section 5 of the bill which excludes employees’ contribution under 
the railroad taxing act from gross income for income-tax purposes, so that only 
their net income will be subject to withholding taxes. I estimated that this fea- 
ture would cost the Federal Government a deficit of some $60 million per year. 
On March 17, Hon. George Humphrey, Secretary of the United States Treasury, 
presented statistics to the House Interstate Committee to show that the Federal 
deficit on rail employees alone would be $70 million, and if applied to other Fed 
eral groups would amount to $0 million per year deficit; and if applied to all 
industrial pensions would cost the Government untold billions in revenue. I 
might add that such a provision would call for revision of the revenue code, 
which might reflect on the pocketbooks of our retired people, who are now ex- 
empt under the present revenue code from paying taxes on benefits received. 
We have a large number of members today in England; they do not pay taxes 
on railroad retirement but on take home pay. However; when they retire they 
have to pay 9 shillings and 6 pence on every pound they receive in benefits, and 
this group has been pressing us for some legislation to relieve their serious situa- 
tion, where almost 50 percent of their benefits are taken from them in support 
of government operation. We never approve that a similar situation should be 
forced on our retired people whose plight is today shocking and tragic in this 
high economy. Changes in American life has trapped them in the high prices 
and low-income squeeze despife the network of old-age benefits, scattering of 
homes, smaller homes for retired people and the reluctance of employers to 
employ retired people, which forces us to face an alarming problem. 

Congress can help by a periodic look at the obsolete and arbitrary standards; 
and employers should, when possible, place on an even level their interests in 
mechanical production and financial details and give emphasis to the human 
angle, as their past record would indicate they are suckers for the machinations 
of the academic mind. 

I appeal to this honorable committee to pass legislation in the interests of those 
we aim to serve. 

The House Ways and Means Committee, by unanimous resolution, has opposed 
the tax feature of H. R. 9065. H. R. 10578 is at present lying dormant in the 
committee who would hesitate to open up a lucrative field that would deprive 
the Federal treasury of needed funds. If the tax rate on railroad retirement 
must be increased, then the employees want benefits such as provided by H. R. 
3087 and on which the House Interstate Committee received more than 100,000 
letters and petitions supporting same. 
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We feel that the sixth actuarial survey of the railroad retirement account 
is highly inflated; it is based mostly on assumptions and guesses, and the level 
cost basis used brings in phantom obligations and spreads the windfalls they 
receive, so that the benefits are quite trivial when extended over a 50 year period 
as the actuaries propose to do. 

I would refer you to Senate Report 1572 of the 84th Congress, 2d session, 
page 207, 3d paragraph, and I quote: “Actuaries of the Railroad Retirement 
Board estimate that the railroad retirement system will benefit to the extent of 
an average $29,500,000 annually in perpetuity under the financial interchange 
arrangement.” You will note from this that although the Social Security reim- 
burses railroad retirement many millions per year, when the total is divided 
by 50 years it averages over $29 million per year; hence, this does not show 
the exact credit received each year, and diminishes same under the level cost 
basis. Again, the same report in the 4th paragraph shows a windfall of over 
$89 million which is paid by Social Security for rail workers who have less than 
10 years service, or 120 months, and whose entire account was transferred to 
Social Security for full benefits, although those employees—close to 6 million— 
paid 3 times more in taxes while in the rail employ than was necessary to give 
them the coverage they did receive under Social Security. In the sixth actuarial 
survey this feature was not included as they claim the benefits are paid in full 
by Social Security trust fund, although the Railroad Retirement Board was 
relieved of this obligation and actually received a gross credit in taxes for those 
employees of 8% percent of the difference between the present 1214 percent taxes 
on rail employees and the 4 percent they paid the Social Security system for their 
benefits. 

Most employees today feel that they are paying too high a tax to maintain 
their system where the majority of benefits are paid by social security. Rail- 
road retirement has been in operation now close to 20 years; at no time have the 
benefits paid out exceeded the incoming taxes. If every bill pending in both 
bodies were enacted the fund with the present cushion of 3.6 billion dollars could 
operate for the next 15 years. However, Congress, who is trustee of the fund, 
meets every year and if actual figures show that the fund is operating at a de- 
ficit the employees who want their retirement act would be agreeable to in- 
creasing the tax rate or base to meet any financial situation which might arise. 
Never have our actuaries, since the enactment of our act, been within millions 
of dollars of actual cost of any benefits, but by enacting much needed legislation 
it will give the committees of Congress true facts as to the cost of operation and 
the needed benefits. We are interested in the solvency of our retirement act but 
we hesitate to approve the present approach. 

H. R. 3087, H. R. 757 and H. R. 8862 are the bills commanding the greatest 
interest among our rail employees. If taxes are to be raised those bills should 
receive the prompt consideration of the committee. I hope the members of this 


distinguished committee of the Senate will listen to our appeal and give us justice 
on this occasion. 


50 PeRcENT PENSIONS AFTER 30 YEARS—THE NEED AND THE POSSIBILITY 
A Report OF THE RAILROAD PENSION CONFERENCE, NEW HAVEN, CONN., 
JANUARY, 1956 


SUMMARY 


A. The Railroad Pension Conference calls for full retirement after 30-years of 
service regardless of age at half-pay based on the 5 years of highest earnings 
(maximum annunity $200 per month). 

Higher benefits are needed because the present annuities have not kept up a 
proper relationship with the earnings of employed railroad workers. Instead of 
50 percent, they amount to only 26.4 percent, or including spouse’ supplementary 
benefits, to 29.8 percent of earnings of employed workers. 

Higher benefits are needed because the present annuities have not kept up 
with living costs, falling behind at least 20 percent since 1940. 

Railroad workers are getting lower annuities, in comparison with the taxes 
they pay, than workers under the Federal Old Age and Suvivors Insurance Sys- 
tem. The miserable annuities of railroad workers are in sharp contrast with the 
luxurious pensions set up by the railroads for company executives. 

B. The Railroad Retirement Fund can pay the higher pensions proposed. 
There is now approximately $3.5 billion in the reserve fund, and in 35 years 
hence it is expected to reach $7.8 billion where it is expected to remain. 
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The actuarial calculations used to keep benefits low follow the principles of 
private insurance companies, seeking profit and accumulation of financial power. 
The Public Railroad Retirement Fund should be guided by a different motive, that 
of providing maximum security to railroad workers. 

The actuarial valuations of the Railroad Retirement Board do not allow for 
future increases in payrolls, therefore departing from realism, and grossly 
exaggerating the estimated costs of pensions as percentage of payrolls. In other 
ways also, the actuarial valuations adopt unduly “conservative” assumptions, 
which have the effect of artificially raising costs. 

Even so, the actuarial valuation shows that the fund could afford to increase 
pensions 60 percent for all employees entering the industry since 1947. The so- 
called unfunded liability for pensions to earlier employees should be a social 
obligation, and not one of the newer railroad employees. 

C. Reasonable assumptions show that the proposals of the Railroad Pension 
Conference could in fact be financed with a 10 percent tax, rather than the 12 
percent tax now in effect, for all employees entering the industry since 1947. 
The extra taxes collected from these employees, together with the reserves in 
the fund, can be used to complete pension liabilities to older employees. 


A. PRESENT STATUS OF RAILROAD PENSIONS 


What is the retirement program of the Railroad Pension Conference? 


Full retirement after 30 years of service regardless of age at half-pay based on 
the 5 years of highest earnings (maximum annuity $200 a month). 

At present full-pension retirement, save for disability, is permissible only at 
age 65. The average pension being paid barely exceeds one-fourth of going wages, 
and those newly granted average one-third of going wages. In 1950 there were 
250,000 railroad workers who had already served over 30 years, but could not 
retire on full pension because they were not yet 65... (The number is smaller at 
present. ) 

The effect of this measure, therefore, would be to make retirement possible 
for a large number of railroad workers who have given full measure of service 
to the railroads; and at a pension rate sufficient to keep the retired worker in 
decent living conditions, and hence enable him to take advantage of the retire- 
ment possibility. 

By encouraging retirements, it would improve the regularity of employment 
of the remaining railroad workers now suffering from unemployment as severe 
as during depression times. 


Why are higher retirement benefits needed? 


They are needed because benefits have not kept up with the inflation of the 
dollar. Today, in relation to the cost of living and in relation to the wages of 
employed railroad workers, retirement benefits are lower than when the railroad 
retirement system started. 

In June 1937, employee annuities under the railroad retirement system aver- 
aged $63.03 per month. The average monthly earnings of all railroad employees 
in 1937 were $147.83. Thus annuities for retired employees amounted to 42.6 
percent of the earnings of the employed railroad workers. In June 1954 annuities 
in effect averaged $99.53. This was only 26.4 percent of the $376.76 average 
earnings of employed railroad workers in 1954. 

Table I shows how the ratio of annuities to earnings declined through 1946, 
and how the successive post-war improvement in annuities merely held the line 
against further worsening of this ratio, which reached its lowest point in 1951, 
just before the major amendments enacted that year. 

For those retired workers having living wives or husbands eligible for supple- 
mentary benefits, the situation is now a little better. But even if these supple- 
mentary benefits are averaged in, the resulting average annuities plus supple- 
mentary benefits (including in the average those annuities with no supplementary 
benefit) was only $112.19 in June 1954, or 29.8 percent of the average employed 
railroad worker’s earnings. 

In relation to the cost of living, also, retired railroad employee annuities have 
fallen behind. Between June 1940 and June 1954 the average annuity being paid 
increased 51.8 percent. But the Bureau of Labor Statistics consumer price index 
increased between 1940 and 1954 by 91.8 percent, or nearly twice as much. The 


1Compiled from Railroad Retirement Board, 1952 Annual Report, table A—21, p. 173. 
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index of real annuities, in terms of dollars of constant purchasing power, had 
fallen to 79.1 pereent of the 1940 level. Even if we add in the supplementary bene- 
fits to wives and husbands of annuitants, the 1954 index of annuities is 171.2, 
and the index of real annuities, in dollars of constant purchasing power, had 
fallen to 89.3 percent of the 1940 level. 

Details are shown in table II. Again, the detailed figures show that the 
various post-war improvements in the railroad retirement system had the effect 
of temporarily checking the decline in real annuities, but never in raising them 
above the low level left at the end of World War II. These statistics do not 
show the full deteriorations on railroad retirement annuities in relation to the 
cost of living. The Bureau of Labor Statistics consumer price index, in the 
opinion of many outside experts, does not show the full increase in the cost of 
living. 

The income needs of a retired worker, for even a modest scale of decent living 
are at least 50 percent of his earnings when working. The 1955 Economic Re- 
port of the President, speaking of unemployment insurance, states : 

“From the standpoint of the unemployed worker, weekly benefits should be 
sufficiently high to provide the basic necessities. From the standpoint of the 
economy, benefits should be sufficient to enable the unemployed to maintain a 
substantial part of their customary expenditures, thereby minimizing the spread 
of unemployment. The general level of benefits is now too low for either of 
these purposes. Our Federal-State unemployment insurance system was origi- 
nally designed to pay benefits of approximately half of regular weekly earnings, 
up to a dollar maximum that was adequate for its time. Since these legal 
maximums have not kept pace with rising wages, the ratio of benefits to the 
wages of covered workers has fallen from 48 percent in 1938 to 34 percent cur- 
rently, and in several States below 30 percent. In many States a great majority 
of all beneficiaries receive the same weekly benefit—the maximum—regardless 
of the differences in their earnings. This loss of a clear relation between bene- 
fits and a worker’s usual earnings or his customary living standard is incon- 
sistent with the incentives of a free economy. It is highly desirable that the 
States change their laws so that the great majority of covered workers will 
be eligible for payments that at least equal half their regular earnings.” ” 

A retired worker, as much as an unemployed worker, needs at least one-half 
of his previous earnings. This is all the more true in that the unemployed 
worker expects to get a job sooner or later, and by virtue of that, can if neces- 
sary utilize his small savings, and obtain credit, in addition to his unemploy- 
ment insurance. But a retired worker generally has no prospect of income what- 
soever other than his pension. 

To raise the annuities of railroad workers to equal the 50 percent of the 
wages of the employed workers, they would have to be increased roughly 60 
percent, taking into account supplementary benefits to wives and husbands; and 
almost doubled, if this were not taken into account. 

The inadequate level of retirement benefits has resulted in tens of thousands 
of railroad workers staying on the job who would otherwise retire. This is 
brought out by statistics in the 1953 Annual Report of the Railroad Retirement 
Board. Some 46,800 employees aged 65 and over were in service at some time 
during 1939, and represented 2.8 percent of all employees. But by 1952 some 
97,900 employees aged 65 and over, or 4.8 percent of all employees, were in serv- 
ice some time during the year (see table III). It was expected that many of 
the elderly workers who had stayed on the job for World War II needs would 
retire at the close of the war. Some did, but the number of elderly workers 
did not decline at all, while the proportion increased rapidly, and after 1948, 
both the number and the proportion of elderly workers increased. 

When the railroad retirement system first when into effect, the number of 
workers aged 65 and over fell almost in half within 2 years. But the present 
level of benefits is so inadequate that the number and percentage of workers 
aged 65, as of 1952, was higher than in 1936-37, on the eve of the railroad 
retirement system. 

Suppose retirement benefits are increased enough to encourage older workers to 
retire to the same extent as when the system started, and employment of workers 
aged 65 and over is reduced to the 1939 proportion. This would mean some 
30,000 to 40,000 additional retirements, and would provide jobs for roughly one- 


third of the average number of railroad workers receiving unemployment bene- 
fits during 1954. 





* Economic Report of President, January 1955, pp. 55—56. 





snail Ama oo Un 


a aaa 


RAILROAD RETIREMEN’ 4] 


Permission to retire after 30 years of work at half pay would encourage tens 
of theusands of additional workers, not yet 65, to retire. Altogether, the program 
of the Railroad Pension Conference would result in at least 50,000 additional! 
retirements, and provide jobs for at least half of the average number of railroad 
workers unemployed in 1954. 


Comparison of Railroad Retirement with OASI 


Improvements in the Federal old-age and survivors insurance system have 
been much more marked than in the railroad retirement system. Between 1940 
and September 1954 the level of old-age pensions under OASI increased approxi 
mately 150 percent. The level of supplementary benefits for wives and husbands 
increased approximately 250 percent, with a similar increase in supplementary 
benefits for dependent children. By contrast, the increase in railroad retirement 
annuities has been only 52 percent since 1940 (71 percent if wives and husbands 
supplementary pensions are included ). 

Of course the pensions under the railroad retirement system are higher than 
under OANSI, but the tax rate is more than 3 times as high (12.5 percent against 
4 percent). Moreover, throughout the history of the system, railroad retire 
ment taxes have run about three times OASI taXes, on the average. 

One would think that railroad workers could thereby “buy” pensions three 
times as high. But that is far from the case. Considering the combination of 
old-age pensions with supplementary benefits for wives, husbands, and depend 
ent children, the average from OAST in September 1954 was $67.89 (prelimi 
nary), the average for the railroad retirement system was $112.94, or 66.4 percent 
more. If the ratio of railroad retirement annuities to OASI annuities were in 
proportion to tax payments, the railroad annuities (including wives’ and hus 
bands’ supplements) would average over $200. 

However, this comparison does not take account of the fact that the average 
earnings of those retired under OASI have been much lower than the average 
earnings of those retired under Railroad Retirement. Consider the situation 
of persons, each with creditable average earnings of $300 per month, retiring 
in January 1955 under the two systems at age 65, the railroad workers with 30 
years of experience or more. 


| Pension under— Pension by 
_!| which rai] 
| | i road pension 
OASI } R.R is higher 
| 
Worker only SOR. 50 $165. 60 6s. 1 
Worker and wife 147. 80 205. 60 9.1 
Worker, wife, and 1 child under 18__.- 197. 00 205. 60 44 


If the worker has a living wife, his advantage under the railroad system is only 
39 percent, if he has a wife and child, only 4 percent. 

And this is not a fair comparison. Because the OASI system provides for 
pensions based on the average earnings beginning with 1951, that is, limited to 
a period of comparatively high earnings. But the railroad worker has to average 
his earnings over a 30-year period, dominated by the prewar period when earn- 
ings were less than half the level of recent years. If the railroad worker had 
the average earnings of all railroad workers, his average creditable wages for 
the 30 years would be $200 per month, in comparison with the 8300 creditable to 
a worker under OASI who earned the same amount, and paid but a fraction of 
the employment taxes. In this more realistic situation, the comparison would 
be as follows: 


Percent by 
. , Railroad ca 
OASI ($304 $200 per | Which rail- 
per month month road pension 
is higher 


Retired worker only $98. 50 $124. 20 26. 1 
Worker and wife Reta alll eden enna 147. 80 164. 20 11.1 
Worker, wife and 1 child under 18___ ne rdatt 197. 00 197.00 0 
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For the retired single worker the railroad system provides only 26 percent 
more, for the married worker 11 percent more, and when there is a child under 
18 the pension is the same under the two systems, and would be far less 
under the railroad system (164.20 in the example) except for the provision of 
the law which assures the railroad worker that he will get as high a pension 
as if he were under OASI. 

It is ironic that the increase in OASI benefits enacted in 1954 was of benefit 
to a large number of people under the railroad retirement system, through the 
operation of the minimum provision. 

Some 17,000 retired railroad workers, some 6,000 wives or husbands, and 
125,000 survivors were affected, showing how many would have lower benefits 
under the railroad formula than under the OASI formula. 

The remaining comparatively slight advantage in the railroad formula over 
the OASI formula is more apparent than real. Because pensions under OASI 
had been too low, and because employers had been paying comparatively low 
employment taxes, millions of workers outside the railroads have been able 
to negotiate supplemental pensions, paid wholly by the employers, which to- 


gether with OASI provides benefits far above those available to most railroad 
workers. 


Railroad magnates and railroad workers 


The National Industrial Conference Board compiled data on set-asides by 
large corporations for pensions of top executives, as of 1951. The New York 
Ceutral set aside funds to provide an annual retirement pension of $25,000 
for its president and $21,000 for its executive vice president. The Chesapeake 
& Ohio set aside funds to provide $26,000 annually for its president, and $18,000 
and $12,000 respectively for two top vice presidents. The Illinois Central set 
aside funds to provide an annual retirement pension of $47,000 for its presi- 
dent.* These are in addition to the annuities under the railroad retirement 
system which these executives will receive. (National Industrial Conference 
Board, Studies in Labor Statistics No. 8, Top Management Compensation.) 
These figures contrast sharply with the average of approximately $1,200 per 
year currently being paid to retired railroad workers. 

Furthermore, the pensions fur top executives are seemingly calculated on a 
more liberal actuarial basis than those paid railroad workers. In the case of 
the railroad worker earning $300 a month, noted above, the ultimate annual 
pension is 4.4 times the present annual tax collection. In the case of the pres- 
idents of the New York Central and Chesapeake & Ohio Railroads the ultimate 
pensions will be approximately 5 times the annual set-asides by the companies ; 
in the case of the C. & O. vice presidents, 6 times; and in the case of the New 
York Central executive vice president, 7 times the annual set-aside. Generally, 
officials are appointed to top positions at a much later age than that at which 
railroad workers go to work. Typically, the set-aside may continue for only 
15 to 20 years for a top executive instead of 30 years for the railroad worker. 
Therefore, altogether, the fund set aside to pay annuities to the executive is 
much smaller, in comparison with the ultimate annuity paid, than in the case 
of the railroad worker. 

The Railroad Retirement Board conducted a study of supplementary pension 
plans for 53 railroad companies. These are plans voluntarily instituted by the 
eompanies for their higher paid employees, covering at the time of the study 
(1949) pay of over $3,600 per year and therefore pay not covered by the Federal 
system. In all vital respects these systems were more favorable to the higher 
paid employees than to the Federal system. In the case of 64 percent of the em- 
ployees covered, the companies put up all the money for the extra pensions, 
and the employees had to pay nothing. Only 11 of the 53 plans studied calculated 
pensions on earnings over the entire period of the employee’s service; 39 of the 
plans provided for calculation on the last 10 years’ service; 2 on the 5 consecu- 
tive years of highest pay; and 1 on the 10 years of highest pay.* All of these 
other methods are more favorable to the employee than the entire-period method, 
which is used essentialy by the Federal system. 


8 National Industrial Conference Board, studies in Labor Statistics, No, 8, Top Manage- 
ment Compensation. 


U.S. Railroad Retirement Board, “Railway Pension Plans Supplementary to the Rail- 
road Retirement System,” 1949. 
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Bb. THE PUND CAN APFORD THE HIGHER BENEFITS PROPOS SD 
Senator Douglas’ statement 


Hon, Paul H. Douglas, chairman of the Joint Committee on Railroad Retire 
ment and Senator from Illinois, is a known expert in his own right and the 
author of the constructive 1951 amendments. Speaking on August 3, 1953 be 
fore the United States Senate, Senator Douglas said : 

“* * * I believe substantially better benefits are possible by means of more 
profitable investment of the railroad retirement reserve and other methods 
Increasing tax rates will not be necessary.” ® 

He listed a series of eight possible improvements that had been recommended, 
and expressed the opinion that a “sound program” of improvements could be eb- 
acted, although this could not include all the items on the list. This position 
is consistent with that of the railroad pension conference, because the Sena- 
tor, in addition to listing most of the conference's recommendations, had 
certain additional ones, and did not suggest any raise in the tax base, whereas 
the railroad pension conference does not object to increasing the tax base to 
$400 a month, providing annuities were half of the taxable income, and if it 
were necessary to finance the improvements. 

However, Congress, in 1954, while markedly liberalizing benefits under the 
OASI system, made only fringe liberalizations in railroad retirement, the total 
amount of which is less than the increase in taxes which was enacted at the 
same time. 


Cost of the pension conference proposals 


The Railroad Retirement Board claimed that the proposals of the railroad 
pension conference, embodied in H. R. 122 at the last session of Congress, would 
increase costs by over $175 million annually. This estimate is likely to be high, 
as the Railroad Retirement Board tends to be unduly conservative in its finan- 
cial evaluations. However, even if the estimate of $175 million is accurate, the 
facts show that the system can afford to pay it. The amendments passed in 1954 
have had the immediate effect of increasing employee annuities by roughly $15 
million yearly (in addition to the increase in survivor annuities). Over the 
long run, it will add another $25 million to railroad employee annuities, owing 
to the higher wage base. Thus the total long-run gain may be figured roughly at 
$40 million. Presumably the Board’s $175 million estimate exceeds its estimate 
of immediate cost, refers to its acturial, long-range estimate. Therefore, the 
entire $40 million should be subtracted to obtain the net cost in comparison with 
the present situation. This indicates a net cost of $135 million per year. 

The Federal budget shows that the pension conference proposals are sound 

The Federal budget, submitted by President Eisenhower to Congress in Jan- 
uary 1955, includes figures for the railroad retirement trust fund compiled under 
extremely unfavorable circumstances. The tax revenues of the system for the 
last fiscal year and the present fiscal year are expected to be sharply cut because 
of the severe 1954 slump in the railroad industry; so much so that the total rev- 
enues in fiscal 1955 are estimated considerably below revenues for fiscal 1954, 
despite the increase to $350 per month in the tax base for the later year. At the 
same time, the fund’s expenditures are increased because of the growth in the 
number of beneficiaries and the liberalizations in benefits provided in 1954 and 
1955. Moreover, beginning with the last fiscal year, the railroad retirement fund 
ceases to receive the former substantial transfers from the Treasury account of 
World War II military service liability. Also, the budget includes for 1955 and 
1956 $17 million of interest payments to the OASIT on account of the financial ar- 
rangements between the 2 funds. This is a temporary situation, diminishing in 
amount each year, which should be replaced by payments in the other direction. 

Despite these handicaps, the budget showed continues excess of income over 
expenditures, and a substantial rise in the size of the fund: 


Year-end railroad retirement trust fund 
Fiscal year: 


Millions 
I bl 2 $3, 418 
I a etnies lee cate agli Sih Pe Oe 3, 538 
i ey oe Bh 3, 679 


5 Quoted by Thomas Stack, hearing before Committee on Interstate and Foreign Com- 


merce, House of Representatives, 88d Cong., 2d sess., on H. RB. 7840, Amending Raitlroad 
Retirement Act, March 1954, p. 68. 
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The 2-year increase shown is $261 million, or an average of just over $130 
million per year. 

Moreover, these figures are on the basis of the fund paying out $14 million 
more than its new obligations during the 2 fiscal years. To see the real situation 
of the fund, one must add this to the $261 million increase, bringing the total im- 
provement to $275 million, or $137.5 million per year. Thus the fund could pres- 
ently absorb the entire rise in outlays called for by the railroad pension confer- 
ence, and still remain substantially unchanged (assuming the $135 million annual 
net increase in costs). (1t would not be correct to say that the fund would gain 
slightly, because interest receipts would be a few million dollars less if the pension 
conference proposals were adopted). 


What is wrong with the calculations of the actuaries? 


Railroad workers are told that higher pensions are impossible because the 
actnaries show that they would bankrupt the fund. 

The cost calculations of the Railroad Retirement Board are based on actuarial 
valuations which are made every 3 years. These calculations are made by skilled 
actuaries, masters of complicated mathematical formulas. However, the calcula- 
tions depend not only on knowledge of mathematics, but on what the actuaries 
think will happen for decades in the future. These opinions, or assumptions, of 
the actuaries concern a wide variety of happenings—how many railroad workers 
will be employed and at what wages: how many railroad workers will leave the 
industry after a short time; how many will die in service ; how many will remain 
employed until retirement age; at what ages they will choose to retire; how long 
they will live after retirement ; and so on. 

None of these happenings can be predicted exactly by mathematical formulas. 
Some of them—such as how many railroad workers will die in service—can be 
predicted more or less accurately on the basis of past experience. Others, such 
as the wages of railroad workers, involve economic and political judgments on 
which the actuaries have no special competence. Wrong guesses, or assumptions, 
on such matters can render the calculations of the actuaries valueless and mis- 
leading, for all their technical skill in handling mathematical formulas. 

The assumptions of the actuaries are usualy conservative. That is, their 
guesses are such «#s to indicate high expenses and low receipts. Therefore, their 
ealculations end up by showing need for comparatively high taxes and the possi- 
bility of paying only comparatively low benefits. 


Private insurance companics and the Railroad Retirement Board 


The whole tradition and training of the actuaries make it inevitable that their 
methods should be of this character. The actuarial! profession developed as an 
adjunct to the insurance companies. The insurance companies were organized 
or taken by the most powerful financiers, with the object of deriving private 
profit, especially from the accumulation of huge supplies of capital. That they 
have succeeded in this is evident from the fact that the assets of life-insurance 
companies alone are now well above $80 billion, and are increasing at the rate 
of over $5 billion per year; that the Metropolitan Life Insurance Co. is the 
wealthiest corporation in the world, and the “Big Four” life-insurance companies 
the most important source of financing. 

These funds are piled by by charging high premiums and paying low benefits. 
This is justified by the formulas of the actuaries. According to the formulas, 
each policyholder gets a fair break. Interest is added to his premium at com- 
pound interest, and the total piled up—less a sizable allowance for expenses—un- 
til the year he is expected to die. The resulting amount exactly equals the 
amount of his life insurance. If one person dies earlier, and another later, the 
life-insurance company comes out even. 

The catch is that the actuaries use a mortality table that is hopelessly out of 
date, so that most policyholders live longer than the actuaries figure. The 
insurance companies collect the premiums and the interest for all the extra years 
of life. If the premiums were based on actual death rates, they would be much 
lower. 

Now let us suppose the policyholder wishes to get around this, and secure 
his money’s worth, by buying an annuity. Then the longer he lives, the more 
money he collects from the insurance company. But the insurance companies 
are a step ahead of him. For annuities, they use a different mortality table 
than for regular insurance, one which says that people will live much longer 
than they actually do. The premiums for annuities are calculated on this 
mortality table, and again are much higher than they would have to be to pay 
the actual cost of the annuities. 
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This, and other devices with similar effect, constitute the “conservative” frame- 
work of actuarial technique. And the actuaries trained for a lifetime in this 
approach, carry it over to the calculation of the benefits and tax rates for the 
railroad retirement system. 

But the railroad retirement system is not a private money-making propositior 
Its main function is to supply adequate pensions to retired railroad workers 
and their dependents and survivors. Conceivably it could be financed out of 
ordinary Federa! revenues, without the establishment of any special fund. The 
fund exists merely to give an additional guaranty to railroad workers, to ass wre 
them a proprietary interest in their pensions. There is no need to build it up 
to the monstrous proportions of the private insurance funds. 

Yet there is the following comparison. At the end of 1953 there were 90 
million policyhoiders in private life-insurance companies. Some $78 billion of 
assets existed to guarantee their future claims, or roughly SS70 per policyholder 
In June 1954 there were some 2.5 million workers who had either paid taxes 
for railroad insurance during the past year, or were receiving (including their 
survivors) benefits under the system. A fund of $3.4 billion had been set up 
to guarantee their future claims, or roughly $1,360 per railroad worker. And in 
35 years hence the railroad retirement fund is expected to reach $7.4 billion where 
it is expected to remain. 

Of course this comparison is not exact or scientific. It doesn’t take into account 
the differences in benefits provided by the average private insurance policy and 
the average railroad retirement “policy.” But it does show, in general the rail- 
road retirement fund. has been built up by principles comparable to the funding 
of the profit-making private insurance companies. 


“Level Costs” and the History of “Conservative” Forecasts. 


The actuarial evaluations are expressed in terms of “level costs.” This is what 
level cost means. If payrolls are taxed at a fixed rate, and the interest at 3 
pereent accumulated on the taxes until benefits are due, the fund will either 
grow enormously, or become bankrupt, depending on the tax rate and the scale 
of benefits. If the tax rate is set just right, at a certain time in the future, tax 
collections and interest income will exactly match benefit payments, and will 
continue to do so indefinitely. 

xperience has invariably shown the estimate] level costs of the actuarial valu- 
ations to be too high. In each case the actuaries have been forced to cut their 
previous level cost estimates, but because of changes in benefits, they have re- 
mained just as far as ever out of touch with reality. This is illustrated by the 
following table: 


Level costs under 


Actuarial valuation 


- 1946 amend- | 1948 amend- | 1951 amend 
1937 act ments ments ments 
take a a acs lila ge a 10. 80 
ee en aetieiedoae eae 10. 21 
» AE ME SES Fe a a | 8.99 | 12. 63 | } 
I, a a a le 10. 24 12.72 . 
cei i a taal 3 ; 13. 41 


Compiled from Retirement Policies and the Railroad Retirement System, report of the Joint Com: ittee 
on Railroad Retirement Legislation, pt. 1, 83d Cong., Ist sess., Senate, Rept. No. 6, pt. 1, pp. 309-316 
Omits preliminary estimates presented other than by the regular actuarial valuations. 


Between the first and the third valuations, the estimated costs under the 
original act were cut 17 percent. In just 3 years, between the third and 
fourth valuations, the level costs under the 1946 liberalizing amendments were 
eut 19 percent. The estimated costs under the much more liberal 1948 amend- 
ments were put by the fourth valuation at hardly any more than the third 
valuation placed the level costs under the 1946 amendments. The 1951 amend- 
ments increased overall benefits by perhaps 25 percent. Yet the fifth valuation 
showed an increase of level costs of only 6 percent over the fourth valuation. 
If the actuaries had used the same tables and assumptions as in the previous 
valuation, they would have shown a level cost of 15-16 percent, but was forced 
by outside pressure to make slightly less conservative assumptions. This is 
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more or less conceded by the actuaries themselves, in the introductory state- 
ment to the fifth valuation of the actuarial advisory committee: 

“The committee was advised that various interested groups had challenged 
the use of the old tables on the ground that they did not reflect actual experi- 
ence. The advisory committee had favored the use of the old tables on the 
ground that current experience could be greatly changed by a deflationary 
shift in the economic cycle. However, the committee feels that rather than 
remain in the position of having the basic assumptions used considered too 
conservative, it would be preferable to use the new tables which are closer to 
current experience.” ° 

However, even the reluctantly revised tables are still far from experience. 
Even they set a “conservative” standard which exaggerates likely percentage 
costs, and covers up the possibilities for greatly expanded benefits. 


Wrong assumptions about payrolls 


The most important wrong assumption of the actuaries is that taxable pay- 
rolls will be frozen forever at $5 billion per year, slightly less than actual pay- 
rolls in 1951 and 1952. This, also, has been the main wrong assumption of the 
actuaries in earlier valuations. Here is why this is important. The railroad 
retirement system provides pension rights for the future to employees based in 
part on earnings before any taxes were collected, and also for many years when 
taxes were lower than they are now. Because taxes were not collected against 
that part of the pension rights, they are called “unfunded liabilities”. A large 
part of the “level costs” are designed to meet these “unfunded liabilities”. 
If payrolls are double, the same amount is needed to meet the unfunded 
liabilities, but as a percentage of payrolls, the cost is cut in half. If not for 
these “unfunded liabilities”, the benefits could admittedly be sharply increased 
with present taxes. 

To estimate frozen future payrolls, the actuaries made two other assumptions 


pero do not stand up. Their estimate of future payrolls consisted of four 
steps: 


1. Estimate of future industrial production. 

2. Estimate of amount of railroad traffic for a given level of production. 

3. Estimate of increased labor productivity and hence, of man hours of 
employment for a given level of traffic. 

4. Estimate of hourly wage rates. 


The second and third steps are not at issue. But the assumptions concerning 
industrial production and hourly wages are. According to the “high estimate”, 
industrial production was to rise 16 percent in 9 years, and per capita indus- 
trial production only 4 percent. According to the low estimate, industrial pro- 
duction was not to rise at all in 9 years, and fall 10 percent on a per capita 
basis. The final valuation involved a rough averaging of these two assump- 
tions. In other words the actuaries assumed virtual economic stagnation. 

Averaging the high and low estimates, the actuaries expected industrial pro- 
duction in 1954 to be 5 percent below 1951. But actually despite the slump in 
1954, it was 4 percent above 1951. For 1953, the difference between the actu- 
aries’ assumptions and the actual level was even more marked; and judging by 
trends so far, it will be more marked in 1955 than in 1954. 

The President’s Economic Report to Congress of January 1955 set forth a 
perspective of a 39 percent growth in the national production in the next decade. 
This may be right or it may be wrong. But the point is that it is the minimum 
necessary to conform with the national policy as expressed in the Employment 
Act of 1946. Government policy is directed toward the aim of achieving this 
increase. Whether its measures are adequate, or in the right direction, is a 
matter of political opinion. But it is reasonable that policies should look toward 
the perspective of an expanding economy, For example, in the case of taxes, 
the 1955 budget assumed a steady rise in prosperity during the next year and a 
half. If a slump were assumed, it would be necessary to raise the rate of taxes, 
say on corporations, in order to meet Government expenditure requirements. 
However, it is claimed by the administration, lower corporate taxes help to-rea- 
lize the prediction of a higher level of output, and higher revenue from current 
rates. 

The assumptions of the retirement system actuaries are not in accord with this 
principle. Their assumptions of industrial stagnation may prove correct. If 


* Railroad Retirement Board 1952 Annual Report, p. 132. 
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so, they will have contributed to that result by pauperizing the increasing num- 
ber of retired railroad workers, and hence reducing consumer markets. As- 
sumptions in accord with a general policy of high level employment and rising 
production, which would show the possibility of paying more liberal benetits, 
would at the same time contribute toward that end. 

The actuaries also assume that railway wage rates will be frozen forever at 
the level of January 1953. But actually, by October 1954, despite the severe 
slump in railroad employment and hence in the bargaining power of the railroad 
workers, hourly wages were already 4 percent higher than in January 1953. And 
a still further increase in wages has been achieved. To think that railroad 
workers will not continue in the future, as in the past 20 years, to achieve steady 
improvements in wages is to underestimate the railway labor unions, and the 
general power of the trade-nunion movement in the United States. 

The actuaries deal with taxable wages, and assumed in the fifth valuation 
continuation of the $300-per-month ceiling. Already this has been raised to $350. 
Undoubtedly, in the future also, this ceiling will be raised in accord with in- 
creases in the general wage level. 

Clearly, if realistic assumptions were made about future payrolls, allowing 
for the continuation of historical upward trends, the retirement system would 
be shown to have a capacity to pay much higher benefits than at present. 


The raw deal for new railroad workers. 


This whole question is brought out best by considering the special situation 
of workers entering the system now or in the future. These workers will have a 
tax of 12% percent levied on their wages from the start of their employment. In 
the language of the actuaries, their pensions are “fully funded’’—taxes on their 
wages fully pay for their benefits. Workers who entered the industry anytime 
beginning with 1947 are in much the same situation. 

The fifth actuarial valuation showed that the “normal cost” of benfits pro- 
vided by the Railroad Retirement Act for these new entrants is 7.66 percent of 
their payroll.’ Adding 0.15 percent for administrative expenses brings this to 
7.81 percent. That is, the benefits paid to these workers should be increased 60 
percent in order to return them the full value of the 12.5 percent taxes paid 
from their payroll. Or, in other words, they are getting benefits amounting to 
only 62.5 percent of what they pay for and the railroad pay for on their account. 

The justification offered for this scandalous state of affairs is that these extra 
taxes collected are needed to pay the interest on the “unfunded” benefits pay- 
able to workers who were in the system prior to 1947. Like the debt of the feudal 
usurer, this unfunded liability will go on and collect interest forever, to be 
borne by all future generations of railroad workers, according to the calcula- 
tions of the actuaries. 

It is our contention that this approach is wholly inequitable to the vast ma- 
jority of railroad workers. Benefits should be paid on the full scale covered 
by present taxes. That is, the new worker should get benefits at a “normal 
rate” of 12.35 percent, representing the taxes he pays less administrative costs. 
If in fact, rather than theoretical, calculations the drain of funds to pay bene- 
fits to employees who were not fully “funded” begins to reduce the fund, the 
Government should appropriate from general revenues a sufficient sum to fully 
fund the potential “unfunded” benefits. 

When Congress enacted the Railroad Retirement Act, it recognized the exist- 
ence of a social obligation to pay adequate pensions to retired railroad work- 
ers. The fact that today’s railroad workers pay taxes into the system to buy 
their proprietary rights to it, does not imply that they as individuals should 
take over the social obligation of all the people to pay annuities to retired 
workers of the previous generation. 

The Railroad Retirement Board, unfortunately, has attempted to obscure the 
significance of this low cost of present benefits for workers. At the 1954 hear- 
ings, Mr. Thomas Stack, president of the National Railroad Pension Forum, 
Inc., brought out the fact of the low “normal cost” figure. The Railroad Retire- 
ment Board, in its report “rebutting” Stack’s testimony, wrote: 

“Mr. Stack is evidently talking about the 7.66 percent that appears in table 
A-48, page 213 of the 1952 annual report. The cost of benefits for new entrants 
who will, as career railroad employees, later become eligible for benefits under 


7 Ibid., p. 133. 
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the Railroad Retirement Act is 10.83 percent—rather than 7.66 percent—to 
compare with the 12% percent tax.” * 

This is an evasion of the issue. Of course, the 7.66 percent is an average of 
the situation of different workers, who will get benefits in varying ratio to their 
original contribution. Many workers, who do not stay in the industry for 10 
years, will get no benefits. The proper cost figure for the workers who get 
full benefits, as apparently referred to in the Railroad Retirement Board 
answer. 

Similarly, the actuarial valuation adds to the 7.66 percent an adjustment of 
3.41 percent, to a total of 11.07 percent, representing the net balance of adjust- 
ments with the OASI on account of “new entrants”.” But this addition is fictitious 
bookkeeping entry, which is more than counterbalanced by an opposite bookkeep- 
ing entry elsewhere in the accounting. 

In actuarial terms, the valuation shows the “level cost” of future benefits to 
workers already employed at 23.96 percent.” A weighted average of the 7.66 per- 
cent for future workers, the 23.96 percent for present workers, and comparatively 
minor adjustments for retired workers and funds on hand, produces the overall 
“level cost” tigure of 14 percent, which is then reduced to 13.41 percent by taking 
account of the transactions with the OASL”™ 

The more total payrolls increase in the future, the more weight is given to the 
23.96 percent for present workers. If it were assumed that payrolls in the future 
increase by 3 percent per year or more, all the weight would have to be given 
to the 7.66 percent, and this would become the level cost figure. An increase of 
3 percent per year would mean that railroad payrolls would double every 24 
years. Actual past experience shows a faster rise than this. Between the year 
ending June 30, 1895, and calendar year 1952, that is over a 57%4-year interval, 
compensation of railroad employees increased slightly more than 12 times.” This 
is equivalent to a compound annual rate of increase of approximately 4.4 percent. 

Since a sizable continued rate of increase in railroad payrolls is a reasonable 
assumption for the future, it is appropriate and fair to all the railroad workers 
to base calculations on such an assumption, and to place benefits at the rate now 
being collected in taxes—12.50 percent less 0.15 percent for administration. 


Other ways in which the actuarial valuation exaggerates costs 


Besides the basic error, concerning the payroll assumption, the actuarial valua- 
tion involves a number of other “conservative” assumptions which have the effect 
of exaggerating the cost of benefits. Some of these are: 

Exaggerating the length of time an employee will receive an annuity. 

Exaggerating the number of employees who will retire, instead of working 
until their death or final illness. 

Exaggerating the number of employees who will stay in the industry long 
enough to receive retirement benefits. 

1. Exaggeration of duration of annuity.—The valuation uses a mortality 
table which gives the retired railroad worker a longer life span than he really 
enjoys. 

The following figures show the percentage ratio of deaths among railroad 
workers receiving annuities to “expected” deaths according to the fifth valuation 
formula: ” 


Policy year 1947-48 
Policy year 1948-49 
Policy year 1949-50 
Calendar year 1950 


Source: 1952 annual report, tables A-1 and A-3, pp. 146 and 148. 


For those workers on full annuities—that is, retiring at 65 or later—the excess 
of deaths is somewhat more marked. In addition, the assumed retirement ages 
are a little lower than those which have actually prevailed. 

How much does this “conservative” assumption exaggerate costs? The valu- 
ation amounts to assuming that the life expectation of a newly retired railroad 


8 Railroad retirement legislation hearing, Committee on Interstate and Foreign Com- 
merce, 83d Cong., 2d sess., June 3, 1954, p. 167. 

® Railroad Retirement Board 1952 Asaeal Report, p. 133. 

1% Computed from ibid., tables A-—44 and A-47, pp. 208 and 212. 

" Ibid., tables A—47, A_48, pp. 212, 213. 

18 Statistical Abstract of the United States, 1954, table 655, p. 569. 

* Railroad Retirement Board 1952 Annual Report, tables A—1 and A-3, pp. 146 aud 148. 
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worker on full age annuity is about 11.8 years.“ The actual experience to date 
has been a life expectancy of about 11 years.“ Thus the valuation assumes that 
payments will be made for almost a year longer than experience indicates, and 
that the total cash outlay for annuities will exceed that indicated by experience 
by roughly 7 percent. 

Use of a “conservative” mortality estimate might be justified if there were 
evidence that annuitants are liivng longer and longer. But no such evidence 
exists. A special caiculation made in connection with the valuation showed 
“that there is no discernible secular trend as yet toward lower mortality rates 
after retirement” “” (annual report, 1952, p. 149). The rationalization for using 
a more “conservative” mortality table is as follows: 

“While it is true that relatively little improvement bas been shown in mortality 
among our age retirements in recent years, considerable improvement has been 
noted below that age in various mortality experiences over the last 20 years. It 
is therefore possible that in the not too distant future, the same trend may also 
be evident above age 65 as advances in medicine and social condition also begin 
to reflect themselves at the higher ages.” ” 

This is a substitution for wishful thinking, or speculation, for fact. It would 
be more to the point to increase the annuities of retired railroad workers, which 
by improving their economic conditions, would help to increase their longevity. 

The mortality tables used for the actuarial valuation of disability retirements 
are, if anything, more conservative. The same applies to reduced age retire- 
ments—that is, to workers who retire on reduced pensions at ages 60—64. 

2. Exaggeration of the number of employees who will retire—Not every em- 
ployee who reaches retirement age elects to do so. Partly because of the low 
level retirement benefits, many of the railroad workers keep on working until 
they die. In 1950, for example, only 30.2 percent of the railroad workers retired 
during the year after they reached 65, and roughly one-third of those who had 
reached 65 five years earlier were still working at the end of the year.” The 
third and fourth actuarial valuations had used retirement rates based on prewar 
experience. But for the 1948-50 period, actual retirements totaled only 73 percent 
of the number expected according to the old formula. This was too much of a 
discrepancy even for the conservative standards of the valuation. A “compro- 
mise” was made between actual post-war experience and the obsolete formula ; 
but the compromise formula is such that actual retirements during 1948-50 were 
16 percent fewer than according to the revised formula.” 

The rationale for retaining such a wide discrepancy is that retirement rates 
might increase in bad times. This possibility has already been disproved by the 
experience of 1954, when the severe slump which hit the railroal industry, involv- 
ing extremely heavy and prolonged unemployment. The number of employce 
annuity applications received during the fiscal year 1953-54 was only 4.2 percent 
more than during the previous fiscal year of comparatively low employment.” 

Obviously, an exaggeration of the number of railroad workers retiring leads 
to an exaggeration of the net cost of the system. Railroad workers who keep on 


%4 Calculated for “immediate age retirements” from table A—9 and A—11, pp. 156 and 159, 
of the 1952 annual report, this indicates a calculated average “immediate” retirement age 
67.9. Using the 1944 railroad annuitants’ mortality table with 1-year rate back, as in 
the fifth valuation, this is equivalent to a life expectancy of 11.58 years. The valuation 
assumed that “deferred’”’ retirements took place at 68. This is equivalent, with a 1-year 
rate back, to a life expectancy of 12.62 years, according to the valuation standard. The 
valuation does not make clear the assumption used in estimating the proportions of 
“immediate” and “deferred” retiremenets, For this calculation, as assumption of 4 “im- 
mediate” to 1 “deferred” retirement was made, roughly corresponding to the average of 
recent years’ experience. This yields an average life expectancy of 11.8 years. 

1% Calculated from table B—S, 1953 annual report, p. 101, for full-age annuities. This 
shows the percentages of annuities awarded each year still in effect at the end of 1952. 
The differences between these percentages indicate the proportion of annuitants dying in 
each ordinal number of years after the award of the annuity. For the 16 percent still 
left after 16.5 years (awarded in 1936) the life expectancy of the 1944 railroad annuitants 
mortality table (with no rate back) was applied, to the average age at the end of 1952 
of these annuitants. This calculation indicates a life expectancy for full-age annuitants 
of 11.02 years. Corresponding figures as of the end of earlier years were, 1948, 10.64; 
1949, 10.74; 1950, 10.86; 1951, 11.03. The increasing trend does not represent greater 
longevity, but the diminishing effect of the usual number of high-age persons among those 
retiring in 1936-37. ‘The effect is largely exhausted by the 1952 calculation. What is 
left of it is probably offset by an opposite effect, the concentration of 1936 and 1937 
awards in the latter parts of those years, not allowed for in the calculations. 

16 Thid., p. 149. 

17 [bid., pp. 157 and 158. 

18 Thid., table A—9, p. 156. 

29 Thid., p. 157. 

© RRB Monthly Review, August 1954. 
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working until their death or final illness pay more taxes into the system; and 
the benefits ultimately going to their survivors are generally one-half or less the 
benefits they would have received if they had retired. 

Approximately the same distortion is involved in the estimation of disability 
retirements. 

3. Exaggeration of the number of workers who remain to qualify for retire- 
ment.—This is accomplished in the valuation by underestimating the number of 
workers who withdraw from the industry. Over half the workers who obtain 
jobs in the railroad industry do not last out the calendar year in which they began. 
Forty percent of those who do finish the year are dropped from the industry 
during the following year. One quarter of those who finish the second year do 
not get through the third—and so on.” 

The reasons for this are clear enough. A large part of railroad employment is 
seasonal in character. Because of the difficulty in getting steady work, many 
workers who take a seasonal job do not return in following years. Moreover, in 
the event of layoffs, workers with the least seniority are laid off first. In 1952, 
for example, approximately 300,000 workers were more or less permanently 
separated from the railroad industry, other than by death and retirement. In 
the overwhelming majority of cases, taxes have been collected from these workers 
for a few months up to several years; with no retirement benefits accruing as a 
result of the 10-year service requirement. The railroad retirement fund obtains 
a “windfall” which has to be taken into account in estimating the net cost of the 
system. 

The acturial valuation used a system which grossly underestimated these 
withdrawals, and therefore underestimate the “windfall” tax receipts. Because 
of the effect of the 1951 amendments requiring 10 years of service for rights to 
vest in an employee, the fifth valuation recognized that the effect of this on costs 
was greatly increased. Therefore, it modified its formula so as to underesti- 
mate withdrawals a little less sharply than the fourth valuation. But the re- 
maining underestimate is still extreme, especially in the range having the maxi- 
mum effect on costs. Again, the justification is that withdrawals were much 
less during the years 1938-41, affected by depression conditions; and that an- 
other depression might again lead to low withdrawal rates.” 

This argument is invalid. The low withdrawal rates in most of the period 
1938-41, were at least partly due to the fact that employment was rising during 
that period, so there were very few layoffs. Moreover, unemployment generally 
was still marked, so that workers kept jobs when they could get them. The 
valuation itself shows a much higher withdrawal rate in the slump year 1949, 
than in either 1947 or 1948. It is not unlikely that the 1954 experience will 
show still higher withdrawal rates. 

Approximate calculations give an idea of how much is involved in this. On 
the basis of the difference between actual withdrawals during the first 5 calendar 
years of work, and expected withdrawals according to the fifth valuation esti- 
mates, the retirement system collects each year approximately $19 million more 
in taxes on payrolls of $152 million, representing taxes for which the retirement 


*1 1952 annual report, table A-17, p. 165. 
= Ibid., p. 167. 
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system inherits no liability because withdrawal of the workers over and above 
the corresponding allowance in the fifth valuation.” 

This amounts to 3.04 percent of total theoretical taxable payroll, and a saving 
of 0.41 percent in the “level cost” actuarial calculation. Of the $19 million tax 
difference, $11 million accrued because of extra withdrawals the fifth calendar 
year. Unfortunately, the annual report does not contain statistics on with- 
drawals in years 6-10, but indicates that they are also considerably above the 
expected rates allowed in the actuarial valuation. Thus the total effect is prob- 
ably several times the $19 million shown for the first 5 years. 

Another side of this is the reduction through withdrawals of persons who 
might otherwise ultimately be eligible for pensions. The difference between the 
actual experience and the assumptions of the actuarial valuation are as follows: 

Consider a group of 1,000 workers first taking jobs in the railroad industry. 
At the end of the fifth calendar year, according to the actuarial valuation, 185 
of these are still working in the railroad industry. According to the actual ex- 
perience of 1947-49, only 143 of these are still working at the end of 5 years.” 
That is 22.7 percent fewer workers actually liable to receive pensions in the 
future. This can make an enormous difference in the actual cost picture, although 
precise calculations are impossible because of the intermingling of this factor with 
others concerning which the assumptions of the actuarial valuation cannot be 
tested so readily. 


Ability of system to pay 50 percent benefits after 30 years with present ta rate 


The following calculation, while using actuarial formulas, is not a precise esti- 
mate, but a rough indication which demonstrates the ability of the system to pay 
the retirement benefits proposed by the railroad pension conference. 

The following assumptions are made: 

1. The typical worker who retires enters the industry at age 28, earns $350 
per month, and retires at age 60 after 32 years’ service; receiving a pension of 
$175 per month. 

2. He lives for 15.88 years after retirement, in accordance with the 1944 rail- 
road annuitants mortality table. 


Calculated approximately on the basis of data contained in 1952 annual report, tables 
A-17, p. 165, and unnumbered table Bf percentage increases, p. 167. These adjustment 
penn were adjusted from a service-year to a calendar-year basis, so that they could 

used in conjunction with table A—17, as follows: 


Percentage increase 
Calendar year (duration year in parentheses) paren 


Service year | Calendar year 


WPacctcsuecncaes 
Tee si3 
a 
(3)... 
ae 


The difference between actual withdrawals and expected withdrawals was calculated on an 
average for the period 1947-49, and converted into dollars on the following assumed annual 
earnings according to duration of their railroad employment: 


Years for Average 
Calendar years in railroad employment which wages annual 


received wage 


% $1, 200 
1% 1, 400 
214) 1, 600 
344) 1, 800 
4% 2, 000 


™% Obtained by cumulative application of withdrawal percentages, actual for average of 


1946-49, as calculated from table A-17, and expected by actuarial valuation, calculated 
as indicated in previous note. 
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3. For every dollar of taxes collected, 64.6 cents is from workers who uliti- 
mately retire, 35.4 cents is from workers who die or leave the industry before 
retirement.” 

4. For every $1 of benefits paid, 74.4 cents consists of retirement benefits, and 
25.6 cents of spouse’s annuities and survivors’ insurance benefits, these being 
the proportions estimated for present active employees in the fifth valuation.” 

These assumptions are far from presenting the situation in the most favorable 
light. We believe that, even with 50 percent retirement annuities, most workers 
will choose to work beyond age 60. As shown in the appendix, the ratio of taxes 
collected from workers who never retire on a pension is assumed at a minimum 
level. The improvement of the retirement opportunities will probably reduce 
the proportions of spouse’s and survivors’ benefits in the total paid. 

However, proceeding from these assumptions, the results are : 


I scancuepeneepetenmmagreininices $4, 200 
2. Yearly taxes collected (12% percent of line 1)-----------_----~-~- $525 
3. Amount of taxes after 32 years (at 3 percent annual interest com- 

I a  eebiemmaseinecieeounaeiieaen $28, 149 
4. Total taxes collected and interest compounded, including allowance 

for taxes against which no retirement benefits will be paid (line 

a nat eneearesininmnsncnnsns munchaneamiesianianes $43, 574 
5. Annual annuity collected by retired worker____-__--------------_- $2, 100 
6. Total annuity collected in dollars before he dies (15.88 times line 5)_ $33, 348 
7. Value at time of retirement of that annuity, allowing for interest at 


3 percent compounded monthly on sum not yet paid out a“ or 

a a I 6 i a dnt ieientcieanbintin eteeminnanebetent $25, 060 
8. Value at time of retirement of total benefits, including spouses’ and 

survivors’ insurance, including same for workers who never retire 


I nr ee $33, 682 
9. Ratio of total benefits to total taxes, values at time of retirement 

I a ND actin bingeicsennes lp invanenmenangeneandbiauiinasnaeet . 733 
10. Indicated necessary rate of tax to provide specified benefits (line 

I sad piesa dierent oie tnertner ee 9. 66% 
11. “Normal rate” for new entrants including allowance of .15 percent 

ee te ec en Be 9.81% 


This, then, shows a tax of 5 percent each on the employers and the workers 
would be enough to provide the pensions called for by the Railroad Pension 
Conference, so far as workers paying the tax throughout their employment is 
concerned; that is, essentially, workers first employed since 1947. The result 
would have to be modified for some factors which cannot be estimated closely. 
It would have to be reduced to allow for the fact that the assumptions specified, 
while more liberal than those of the actuaries, are still conservative. It would 


have to be increased to allow for the extent to which the average of the 5 highest 
years’ earnings for the entire period. 

The margin between the needed tax and the actual tax of 12.5 percent would 
continue, as at present, to help pay for the benefits of those workers who have 
retired without having been in the industry long enough to have fully paid for 
their own benefits through taxes. In reality, this problem of “unfunded” bene- 
fits is diminishing. The average worker who retires in 1955 is about 50 percent 


“funded” in theory, and in practice much more than that because of the inade- 
quate level of benefits. 


This assumption is derived as follows: The average retiring employee to date has had 
about 27 years’ experience. Therefore, if every single employee worked until retirement. 
and actually did retire, on the average there would be 1 new retirement for every 27 em- 
ployees. The number of retirements would equal 147th, or 3.70 percent, of the average 
number of workers employed during the year. Actually, over the 17 years 1938—54, re- 
tirements have averaged 1.98 percent of average employment. (Compiled from 1953 
annual report of Railroad Retirement Board, table D-1, p. 164, table B-18, p. 116; 1953 
and 1954 data, partly preliminary, estimated from issues of the Railroad Retirement 
Board Monthly Review and the Bureau of Labor Statistics Monthly Labor Review.) 

This means that so far only 53.5 percent of the employment taxed have been reflected 
in ultimate payment of retirement benefits; or that for every dollar of tax collected, 
roughly 46.5 cents has been a “windfall,” save for possible payment of survivor benefits, 
which are much lower than retirement benefits. 

In 1947 disability retirements were eased, and the rate of retirements has been higher 
since 1947. In the 7 years 1948-54 (1947 is left out because there were many delayed 
disability retirements, exaggerating the total, in that year), retirements averaged 2.39 
percent of average employment. his may prove more representative of the future situa- 
tion, with liberalized disability retirements. During that period, then, 64.6 percent of 
employment taxes has been reflected in ultimate payment of retirement benefits: for 
every dollar of tax collected, 35.4 cents has been a comparative “windfall.” This was 
used as an assumption for the future in the calculations. 

* Ibid., table A—44, p. 208. 
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Taste I.—Annuities of retired railroad workers compared with 


earnings of 
employed railroad workers, 1937-54 


{Dollar per month] 


A verage 


Year nnnities, 20esemployed) annuities of 
- iy - ,r railroad i earnings 
, : workers | 
in can. ke orp aiacucainat ~ . hind $43. 03 $147. 83 42.6 
1938... ue . 65.17 154. 08 | 2.3 
1939 ae ee ed 7 65. 38 156. 42 | 41.8 
1940_.... ' ‘ 65. 55 158. 8&3 41.3 
Ai pnisnninitd asennad oa 65. 70 169. 17 38.8 
OS : mae ' ‘ 65. 92 191. 92 | 4.3 
Enipannvees eons aseus 66. 10 215. 42 | 30.7 
Rr! Sialic clahipnanidaide madame tiasaiiibitie 66. 4 226. 17 20.4 
ee : 67. 07 225. 92 290.7 
I tlle eects aineeeens : Selina 67. 70 254. 58 26.6 
SE ctaltcdensamaiedl ane ‘ “é 71.05 268. 00) 26. 5 
te dincineaceweee a 70. 14 273. 42 25.7 
a = ian ‘ ‘ ei 83. 61 308. &3 27.1 
Diihsinanenes cane 83. 00 315. 75 26.3 
a ‘ | 82. 51 347. 58 23.7 
I cc Recalin cto manana : ; 95. 34 361. 83 26.3 
i an weal ina ; a ; 95. 71 367. 25 2.1 
1954 (*)_ . 99. 53 376. 76 | 26. 4 
| Including spouses’ benefits 

Oe ee = Adi ces $106. 69 $361.83 | 29. 5 
Oe ae a Oe indie a etal! | 107. 79 367. 25 20.4 
BR rcricn panera nnstenepsvocsercccncscceneccenecsecones ae 112.19 376. 76 29.8 


1 Preliminary. 


Sources: Employee annuities; 1937-1953, computed from Railroad Retirement Board annual report, 
1953, table B-1, pp. 92-93; 1954; Railroad Retirement Board Monthly Review, Aug. 1954 

Average Monthly Earnings: 1937-53, computed from U. 8. Department of Commerce, national income 
1954 edition, table 27. 1954 linked from statistics on average weekly earnings of class I railroad workers 
contained in the U. 8. Bureau of Labor Statistics’ Monthly Labor Review. 


TABLE II.—Annuities of railroad workers and cost of living, 1940 and 1945-54 


[Index numbers, 1940= 100] 

















i 
Year | Average | Consumer Real an- 
annuity prices nuities 
RD ainsi mtinantinpelliaane hina biteniehintiiiiniinnieinoweiigitiaetan 100. 0 100. 0 100. 0 
icstainareacnipienpsinpesanbinielpeiiidamntanieemndientenivienandspentiedieedamdaaaptiasiaie } 102. 3 | 128. 4 | 79.7 
ili vaintscdsentiinniinvadastiictheisenerapinclaabadeevenyiennt: 103. 3 | 139. 2 | 74.2 
iil csesinapaintsitnep qecaapubiiandieieeniatninerstttitinndtasemedmneminiinhepinnintepeimnt 108. 4 159. 4 | 68.0 
TIIIGs tnetbsuisndcensiegrin ebtelasnianutehaealcasi elite octhdantaheinieesto deahanbeeminlaniaiiiabiaaaiinad eivaithmia aia 107.0 171.6 62.4 
i ccna editors eiesteeitb artndsetipteien Gnmmeasinsd Seth initvacenededs ella caiagipitaaaiiapiabcainiiiiemeds 127.6 169.9 75.1 
DL ctinéincneiskdhedtuinnims annie pTetl 126. 6 171.6 73.8 
lcci: deimitipardntenstabinaiadnanabmineinaigiinoenspaiiiesia 125.9 | 185. 3 67.9 
rach crceaaiali inal BA ch ath cals gl trina acl lite ee caine ndalbtindainindake | 145. 4 | 189. 5 76.7 
I i esis cae ack actaceca alla Siero cig ameter leis eae iets a eelloeeinibcoaiee 146.0 | 191.0 76.4 
Dl hciebsnindnaaithddt ne daabieimiokneeeinnmaeinnt 151.8 | 191.8 | 79.1 
Including spouses’ benefits 
no: % = 
lata ale naga nna ali 162.8 | 189. 5 85.9 
STITT esiasiielaie-sidia til tevmssnceens Maghdis evades inigteatantaaeeneceieiadataas mated | 164. 4 191.0 86.1 
i cis eeson ane icpe mcaliebaimamads 171.2 191.8 89.3 


Sources: Average annuity from table I. Consumer Price Index from Economic Report of the President 
1955, Table D-36, p. 176, converted to 1940 base. Real annuities computed from two previous columns. 
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TAsie IL1.—Railroad employees aged 65 and over in service during year, 1937-52 








= . Percent of | a / | Percent of 

Year Number | 4) employees Year Number |.) employees 
ai get S 85, 000 Ra Tf ER ~ dateci neeeninen 85, 800 2.8 
aia 5 cshconasseebrieatieybanbviaindlibin 51, 300 3.2 Sey 0.in weedicaceeglaobaliab alone 84, 700 3.2 
SII i: i hanipcnihitaibees ahah Mica taad 46, 800 A ike 5 balanced bcocihtadaniiee 84, 600 3.4 
I ccinin.aidieniaensathcinindiitie tata tins 48, 400 2.8 1948 astiiascinictnialeli inert ta 85, 700 3.7 
ad an tine ete ata ciae 52, 400 St i. a<ewtencenanees ; 89, 800 4.3 
SUNN <ssinnitndptidinidecasoamiiiamtiade 58, 600 Se Te a cineca odin busheehndaand 90, 500 44 
1943 ‘isan icine 70, 000 2.4 a ea 95, 500 4¢ 
Sn sictesierineehtes i tact indents 77, 000 2.7 i aaa oe 97, 900 4.58 


Source: R. R. B. 1953 Annual Report, table B-12, p. 109. 


x 





